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ABSTRACT 
The Small Island Developing States of Vanuatu and Solomon Islands are renowned for their 
exposure to exogenous shocks. In contrast, the vulnerability, and resilience, of households in these 
countries to being pushed into poverty as a result of economic shocks is less understood. Recent 
global macroeconomic shocks, including the spike in international food and fuel prices in 2007 
and 2008 and the subsequent Global Economic Crisis (GEC), pushed many households in 
developing countries into poverty. However, a lack of household-level quantitative data means 
that there is little information on how these shocks affected households in either Vanuatu or 
Solomon Islands. Policymakers therefore have little evidence to guide them in their efforts to 
protect households from future shocks.  
This research uses empirical data from a cross-sectional survey of households that was specifically 
designed to examine the vulnerability and resilience of households to global macroeconomic 
shocks. In early 2011 six communities in each country were surveyed, ranging from inner-urban 
squatter settlements of the respective capital cities to some of the most geographically distant 
areas in each country. The original contribution of this thesis is that it marks the first time that the 
micro effects of macroeconomic events are studied in such a broad range of communities in either 
country. It also provides a timely assessment of the household-level effects of the recent global 
macroeconomic shocks.   
The research initially identifies household poverty in Vanuatu and Solomon Islands. Poverty is 
defined using the Multidimensional Poverty Index (MPI) rather than consumption, which is ill-
suited for dealing with the dualism of traditional economic systems in rural areas coexisting 
alongside a market economy in towns in each country. A new Melanesian MPI (MMPI) is also 
created, which accounts for distinctly local aspects of well-being, such as food gardens and social 
support systems. Both the MPI and MMPI indicate that poverty rates are highest in the urban 
settlements where land is limited as well as the most isolated communities where infrastructure is 
limited. In contrast, poverty is lowest in rural communities with good transport links to central 
markets. 
Households are found to have been almost universally exposed to global macroeconomic shocks, 
largely through their purchases of imported food and fuel, which provide a direct link to 
international commodity price fluctuations. In contrast, exposure to the GEC was generally limited 
to urban areas and communities with direct links to agricultural exports via weakening demand for 
labour. Most rural households were insulated from the GEC by the dualistic structure of the 
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economy. Few households benefited from rising commodity prices, despite being agricultural 
producers. 
While households used a variety of different mechanisms to cope with the shocks, it is clear that 
domestic food gardens and informal systems of social support are integral to households’ ability to 
manage risk. Yet, it is also clear that neither provides households with full insurance from shocks. 
A number of households, particularly in crowded urban settlements, experienced a fall in 
disposable income or an episode of food insecurity during the shock period. Some were also 
forced to curtail spending on food, education and health in order to cope with the shocks, each of 
which can have disastrous longer-term consequences. Female-headed households were among the 
most vulnerable while educated households and those with stable income were among the most 
resilient. 
Combining empirical information on poverty, exposure to past shocks and households’ revealed 
preference for coping with shocks, the analysis also formally estimates households’ vulnerability. 
Expressed in terms of the likelihood of experiencing poverty in the future, the research finds that a 
substantial share of households are vulnerable, with exposure to risk being the key determinant. 
This is an important finding as it illustrates the nexus between the well-known vulnerabilities of 
Vanuatu and Solomon Islands at a national level and household-level vulnerability. The 
geographical distribution of vulnerability tends to mirror the distribution of poverty, though 
vulnerability is generally more widespread than poverty. The results also provide an important 
perspective on future inequality. This is particularly relevant for urban settlements, where the 
depth of poverty is expected to be most severe and distributed amongst a relatively narrow cohort.  
The findings of this empirical research have important implications for the shape of the social 
protection policies in Vanuatu and Solomon Islands. In order to protect households from the 
effects of future shocks policymakers are encouraged to shift the burden of managing risk away 
from individual households via an array of social protection measures. Particular focus should be 
given to addressing limitations on land availability in urban areas, and the constraints on obtaining 
quality education, employment and financial services in general. Rural transport infrastructure 
also needs to be upgraded in order to improve well-being in remote areas and to allow rural 
households to benefit from positive economic shocks. Importantly, strengthening households’ 
resilience to future global macroeconomic shocks must involve a policy framework that builds 
upon, rather than weakens, the unique assets of the local context.   
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CHAPTER I – INTRODUCTION AND OVERVIEW 
 
…what we do not know overshadows what we know. We can discern a few emerging trends, but 
without real-time data we are limited as to the conclusions we can draw about the impact of the 
economic crisis. The current snapshot is in shades of grey not full colour. 
We must address these gaps in our knowledge if we are to design policies to avert, or at least 
mitigate, the impact of this and future crises. We must obtain real-time data that can be easily 
analysed across sectors and address the policy questions that need answering. We must further 
improve our methodologies. 
 – UN Secretary General Ban Ki Moon (United Nations, 2009) 
1.1. Introduction 
In its 2000/01 World Development Report, the World Bank articulated that sustainable poverty 
reduction required a forward-looking approach to reducing vulnerability. By concentrating on the 
different risks facing households and communities, as well as the formal and informal strategies 
for dealing with risks, the report was instrumental in helping to shift thinking on effective social 
protection. In particular, it noted that preventing future poverty, by reducing a household or 
community’s vulnerability to risk, was just as important as alleviating the current incidence of 
poverty (Moser, 2001). As a consequence, attempts to operationalise vulnerability are rapidly 
becoming a cornerstone of development economics, as evidenced by the proliferation of empirical 
studies with “vulnerability” and “poverty” jointly in the title (Guimarães, 2007, p236).  
It is well documented that the Small Island Developing States (SIDS) of the tropical South Pacific 
Ocean, such as Vanuatu and Solomon Islands, are inherently vulnerable to global macroeconomic 
shocks and natural disasters (Guillaumont, 2010). Yet how this broad view of vulnerability is 
transmitted to individual households is little known. Indeed, there is limited empirical evidence on 
whether households in Vanuatu and Solomon Islands are susceptible to harm as a result of each 
country’s exposure to economic and other shocks: either by being pushed directly into poverty or 
less directly, though no less importantly, through the gradual erosion of households’ stock of 
assets as they try to cope.  
There is also little evidence, beyond stylised assessments, about households’ resilience to shocks. 
Few quantitative studies of household well-being in Vanuatu and Solomon Islands have focused 
on the way that prevailing structural changes, such as the rapid rates of urbanisation and 
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monetisation in each country, are influencing households’ susceptibility to risk. Similarly, there is 
little data on the role played by the local environment and informal insurance systems in providing 
households with an informal safety net from economic shocks – an important consideration given 
that both countries lack a formal welfare system.  
The limited availability of rigorous household-level information on vulnerability and resilience is 
also a key reason why little is known about the effects of recent global macroeconomic shocks on 
households in Vanuatu and Solomon Islands. It is important to find out what the effects have been, 
because in other developing countries the combined effects of the spike in international food and 
fuel prices in 2007 and 2008 and the subsequent Global Economic Crisis (GEC) had considerable 
human consequences, pushing many households into poverty.  
The further upshot is that there is little evidence on which to base social protection policies to 
protect households in Vanuatu and Solomon Islands from the effects of future crises. 
Compounding this challenge is the fact that the quantitative household-level data that does exist 
may well be painting an “incongruous” picture of poverty in the local context (Narsey, 2012, p25). 
While macroeconomic indicators and qualitative case-studies are an important source of 
information, they cannot provide the detail and precision that is required in order to design and 
effectively target policies that can reduce households’ vulnerability to shocks, to prevent 
households from falling into poverty. To paraphrase the United Nations Secretary General, there 
are key gaps in our knowledge that prevent us from addressing the policy questions that need 
answering (United Nations, 2009).  
This thesis seeks to address these abovementioned gaps by analysing empirical household-level 
data collected in twelve distinct communities in Vanuatu and Solomon Islands in early 2011. It 
draws from a survey that was specifically designed to answer the following four research 
questions:1  
I. How should poverty be defined and measured in Vanuatu and Solomon Islands? 
II. Which households are most vulnerable to experiencing economic and other shocks? 
III. What are the dominant coping mechanisms households in Vanuatu and Solomon 
Islands use to deal with global macroeconomic shocks and how resilient are they to 
such shocks?  
IV. Which households in Vanuatu and Solomon Islands are vulnerable to experiencing 
poverty in the future?  
                                                          
1
 This research is part of a wider of a wider multidisciplinary study funded by the Australian Agency for International Development (AusAID) (see 
Feeny et al. 2013 for more information). 
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The contribution of this research is that it marks the first time that such a detailed household-level 
analysis of vulnerability and resilience has been undertaken in such a broad range of communities 
in either country. In addition, the fact that it specifically examines these issues through 
households’ experiences of the recent global macroeconomic shocks means the research provides 
a particularly timely perspective on the household-level effects of these crises in Vanuatu and 
Solomon Islands. The results of this analysis should therefore help shape the future direction of 
social protection policies in each country.  
The remainder of this chapter is structured as follows. Section 1.2 examines how the concepts of 
vulnerability and resilience are treated in the broader academic literature before narrowing the 
focus to economics. Section 1.3 provides some background on Vanuatu and Solomon Islands; 
including their unique development challenges and vulnerabilities. Section 1.4 then provides 
details on the effects of recent global macroeconomic shocks while Section 1.5 provides an 
overview of the some of the key gaps in the literature on households’ vulnerability and resilience 
in Vanuatu and Solomon Islands. Section 1.6 concludes with an overview of the thesis.  
1.2. Vulnerability as a lens 
The Oxford English dictionary (2000) defines vulnerability as “exposed to the possibility of being 
attacked or harmed, either physically or emotionally”. This definition stems from the Latin 
etymological root, vulnerare, or "to wound”. Despite its intuitiveness, pinning down exactly what 
vulnerability means in any given context is not straightforward. Hoddinott and Quisumbing (2003, 
p1) observe that this reflects the fact that “vulnerability – like risk and love – means different 
things to different people”. Chambers (2006, p33) notes that while the term vulnerability is 
commonly used in the lexicon of development, it is often vague and imprecise; observing that it is 
often (erroneously) used as a synonym for poverty. The clearest indication of the imprecision in 
characterising the concept, however, is the sheer preponderance of operational definitions and 
methodologies that exist across different intellectual disciplines for gauging vulnerability 
(Table 1.1).  
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Table 1.1: The multiple lenses of vulnerability 
Discipline/ 
Sector Sample definition Approach to vulnerability 
Anthropology “The insecurity of the well-being of individuals, households, or communities 
in the face of a changing environment” (Moser and Holland, 1997, p5). 
Social rather than economic vulnerability; emphasis on household 
characteristics rather than specific measures of economic outcomes; 
importance of links between vulnerability and access to/ownership of assets; 
role of social ties and institutional arrangements. 
Development 
Studies 
“Vulnerability to poverty … can be referred to as the probability of stressful 
declines in the levels of well‐being triggering the individual’s fall below a 
benchmark level which represents a minimum level of ‘acceptable’ 
participation in a given society at a specific period in time” (Guimarães, 2007, 
p239). 
Conceptualised at the individual/household scale; common usage of 
multidimensional measures of vulnerability (social, economic, political); 
possible tension between locally sensitive definition and operational 
definition. 
Disaster 
Management 
The “characteristics of a person or group in terms of their capacity to 
anticipate, cope with, resist, and recover from the impact of a natural disaster” 
(Blaikie et al. 1994, p8). 
Usually defined in relation to hazards rather than outcome; vulnerability as an 
underlying condition; since 1990s risk seen as a function of hazard and 
vulnerability; hazard only becomes a risk when its impacts interact with a 
population; role played by social factors. 
Economics 
(Micro) 
“The propensity to suffer a significant welfare shock, bringing the household 
below a socially defined minimum level” (Kuhl, 2003, p5). 
“The likelihood that a shock will result in a decline in household well-being” 
(World Bank 2000, p139) 
Primarily measured in terms of income/consumption poverty; focus on the 
dynamics of consumption patterns and the factors which influence them; 
vulnerability arises from covariant shocks (community‐wide) and 
idiosyncratic shocks (household‐specific); poverty does not necessarily 
correlate with vulnerability. 
Economics 
(Macro) 
“Economic vulnerability of a country can be defined as the risk of a (poor) 
country seeing its development hampered by the natural or external shocks it 
faces” (Guillaumont, 2009, p195). 
A country’s vulnerability depends on existence of certain “inherent” features 
(e.g. economic openness, export concentration, import dependency); 
exogenous vulnerability arises from structural economic factors. 
Environment 
“The degree to which a system is susceptible to, or unable to cope with, 
adverse effects of climate change, including climate variability and extremes. 
Vulnerability is a function of the character, magnitude, and rate of climate 
variation to which a system is exposed, its sensitivity, and its adaptive 
capacity” (IPCC, 2001, p6). 
Perturbations have multiple and compound origins, i.e. not solely 
environmental; interaction between human activity and environmental 
processes; usually vulnerability from a hazard rather than to an outcome. 
Food Security 
The combined effects “of risk and of the ability of an individual or household 
to cope with those risks and to recover from a shock or deterioration of current 
status” (Maxwell et al., 2000, p9). 
Usually defined in relation to a negative nutrition‐related outcome (e.g. 
hunger, malnutrition). Use of proxy indicators (e.g. child malnutrition, 
consumption); vulnerability depends, in part, on geographical characteristics 
of an area (e.g. rainfall patterns, soil fertility); importance of political factors 
and entitlement failures. 
Geography 
 
“The vulnerability of people to fall into or remain in poverty owing to being at 
a particular place” (Naude et al. 2009, p250). 
 
Vulnerability a function of economic geography and socio‐political 
determinants in a given geographical region; considers multiple sources of 
risk; emphasis on interaction of factors. 
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Health “Vulnerable populations are defined as being at risk of poor physical, 
psychological and/or social health” (Aday, 1993, in Rogers, 1996, p65). 
Certain demographic groups particularly vulnerable to poor health outcomes; 
influenced by a range of background characteristics; recognition of links 
between poor health and wider social factors. 
Livelihoods Vulnerability relates to “the ability to avoid, or more usually to withstand and 
recover from, stresses and shocks” and/or to maintain the natural resource base 
(Chambers and Conway, 1992, p10). 
Stresses include seasonal shortages and rising populations, shocks include 
floods and epidemics. Vulnerability viewed as a broad concept; measurement 
of livelihood capabilities (five livelihood capitals: human, natural, financial, 
social, physical) and tangible and intangible assets. 
Source: Author; adapted from Sumner and Mallett (2011) and Guimarães (2007). 
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While each of the preceding definitions of vulnerability stays true to its etymological root, 
there are varying perspectives on what a potential “wound” represents, who is the subject of 
the “wound”, and how it is to be assessed. Accordingly, a settled definition of vulnerability, 
and an agreed-upon estimation method, has thus far remained elusive. Sumner and Mallett 
(2011) consider the definitional imprecision as both a weakness and strength of vulnerability as 
an analytic tool: while intellectual fragmentation of vulnerability has given rise to an unwieldy 
multiplicity of interpretations, the very fact that so many different disciplines focus their 
attention on the same central concept is testament to its importance. 
There are, however, a number of aspects of vulnerability analyses that are universal. Naude et 
al. (2009, p185) identify six broad criteria “that a sound measure of vulnerability should 
ideally satisfy”. These include: (i) being a forward-looking concept with some predictive 
function; (ii) being generally compared to a benchmark minimum level of welfare; (iii) 
generally relating to some particular hazard or risk; (iv) being hazard-specific; (v) being 
mindful of the temporal dynamics of vulnerability – i.e. how vulnerability is affected both 
during and after a hazard; and (vi) being viewed in conjunction with resilience – that is, how 
effectively risk can be absorbed and coped with. 
1.2.1. Vulnerability in development economics 
From an empirical perspective, vulnerability assessments, like examinations of poverty, remain 
heavily influenced by economics. Narayan and Petesch (2007, p2) suggest that this reflects the 
fact that economic paradigms have tended to dominate the analysis informing poverty in 
general; including the measurement of poverty lines in monetary terms. Chambers (2007, p17) 
observes that this can give rise to a “brutally reductionist” assessment of well-being; though he 
acknowledges that quantitative measures are particularly useful for making comparisons, 
which is an essential part of policymaking. 
Economic assessments of vulnerability include macro country-level assessments of 
vulnerability and micro-theoretic analyses that focus chiefly on households. At a national level, 
a key classification that was created by the United Nations to reflect a nation’s vulnerability is 
the Least Developed Country (LDC) status. This classification explicitly recognises the unique 
development challenges facing the poorest and most vulnerable countries. It is used to attract 
additional international support for development, including special and differential trade 
provisions at the World Trade Organization (WTO) and concessional loan arrangements from 
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the World Bank (WTO, 2013; World Bank, 2012).2 Fulfilling all Overseas Development 
Assistance (ODA) commitments to LDCs is also one of the commitments of Millennium 
Development Goal (MDG) 8: Global Partnerships for Development (United Nations, 2013a).  
According to the United Nations (2013b), “LDCs are defined as low-income countries 
suffering from structural impediments to sustainable development. These handicaps are 
manifested in a low level of human resource development and a high level of structural 
economic vulnerability.” Three criteria are used to determine LDC status: low income 
(measured in terms of Gross National Income (GNI) per capita), economic vulnerability 
(measured using an Economic Vulnerability Index) and human vulnerability (measured using a 
Human Assets Index, HAI).3 The Economic Vulnerability Index (EVI) reflects the fact that 
some countries are structurally hampered in their economic development owing to their 
vulnerability to the dual risks of natural hazards or trade- and exchange-related economic 
shocks (Guillaumont, 2010), at a macro level.  
At a micro level, vulnerability analyses tend to focus on the ways that risks influence the well-
being of individuals and households. Often this is characterised in terms of the link between 
risk and poverty. Indeed, insofar as a household’s exposure to exogenous risk can be a key 
cause of poverty, vulnerability assessments provide an important lens through which to assess 
the micro effects of macro events, such as shocks (Ravallion, 1988). Ravallion pioneered work 
on deconstructing the aggregate rate of household poverty in order to ascertain the role played 
by risk. He argued that the total incidence of poverty at a point in time is comprised both of 
households that are always-poor (represented as “chronic” poverty) as well as households that 
are poor for at least one instant – the instant the measurement was taken – due to inter-
temporal variability in their consumption, caused by exposure to risk (characterised as 
“transient” or “stochastic” poverty’). Murdoch (1994) identifies the importance of this 
distinction for policymakers in that it requires the ability to differentiate between the structural 
causes of poverty and the role played by stochastic risk. Empirical studies have confirmed such 
inter-temporal variability in well-being can account for a large share of observed poverty in 
developing counties (Jalan and Ravallion, 2000).  
                                                          
2
 The International Development Association (IDA) along with the International Bank for Reconstruction and Development (IBRD) are the 
two development institutions at the World Bank. The IDA is responsible for providing, inter alia, long-term interest-free loans to developing 
countries. While the IDA does not explicitly take LDC status into account, all but two LDCs are eligible for such loans (World Bank, 2012).  
3
 The HAI is comprised of four indicators, including the percentage of the population undernourished, under 5 child mortality rate, gross 
secondary school enrolment and adult literacy rate.  
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From a policy perspective, there are three key reasons why vulnerability should be separately 
identified to poverty. The first is that vulnerability is self-reinforcing; it is both a cause and a 
symptom of suffering. While vulnerability is an important feature of poverty and deprivation, 
vulnerability can also be an important determinant of chronic poverty and give rise to poverty 
traps. This can occur as vulnerable households irreparably damage their asset base while 
coping with the effects of a current shock (Zimmerman and Carter, 2003) as well as via 
households choosing to engage in low-risk and low-reward economic strategies in order to 
avoid the risk of an even worse outcome (Dercon, 2006). The second reason is that unlike 
poverty, which is a static measure of current welfare, vulnerability is a forward-looking 
assessment of the likelihood of suffering an unacceptable level of welfare at some point in the 
future. While these two concepts are related, there is no a priori reason why a vulnerable 
individual will also be poor (Dercon, 2001). Indeed, unlike poverty, the incidence and the 
extent of a household’s vulnerability cannot, by definition, be directly observed. Instead it 
must be estimated using imperfect information about the future state of the world (Chaudhuri. 
et al. 2002). To that end, a different set of tools of analysis are required, and assumptions 
regarding the probability distribution of future risks must be made. Third is that policy 
measures designed to address vulnerability are likely to be quite distinct from addressing 
poverty. Indeed, just as vaccination is a distinctly different method for fighting the prevalence 
of a particular disease compared with the treatment of its symptoms, policies designed to 
prevent poverty (by decreasing households’ exposure to risk or increasing their ability to cope 
with risk) are likely to be quite different to those policies designed to alleviate the current 
incidence of poverty (Chaudhuri, 2003). 
1.2.2. The essentiality of resilience 
In order to ascertain vulnerability, simply concentrating on exposure to risk is likely to be 
insufficient. A key additional consideration is resilience. In line with its Latin etymological 
root resilire or “to leap back”, resilience has been defined in terms of “the ability … to recover 
from negative shocks, while retaining or improving the ability to function (World Bank, 2014, 
p12), as well as “the magnitude of the disturbance that can be withstood before a system 
changes to a radically different state” (Adger, 2006, p268). Miller et al. (2010) note that while 
the concept has its roots in the natural sciences (in particular ecology), resilience (as well as 
vulnerability) is becoming an increasingly important part of the social sciences lexicon. That 
vulnerability and resilience are intertwined is unsurprising, since both concepts are concerned 
with responses to stresses and perturbations. Vulnerability and resilience are, therefore, 
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variously considered in the literature as being at either end of a well-being spectrum (Cannon, 
2008); two sides of the same coin (Haimes, 2009); and part of the same equation (Sumner and 
Mallett, 2011). Heitzmann et al. (2002) use these concepts in their attempt to operationalise 
vulnerability. Specifically, they characterise household vulnerability in terms of a sequence 
(they call this “the risk chain”) in which vulnerability is the ex-ante expectation of an adverse 
outcome once both the exposure to risks, as well as attempts to manage the effect of risk (that 
is, resilience) are accounted for. 
At a macro level, Guillaumont (2010) explains that a country’s resilience reflects its capacity 
to react to exogenous shocks. This, in turn, is a function of the structural characteristics of the 
economy, government policies and, importantly, the stock of human capital on hand. This 
suggests that the resilience of the macro economy is, to a certain extent, underpinned by the 
resilience of individuals and households. Indeed the central role of human capabilities in 
providing a nation with resilience is explicitly included in the classification of LDCs through 
the HAI. Briguglio et al. (2008) also constructed an index of national resilience based on four 
indicators: good governance; macroeconomic management; market efficiency; and social 
development, with the latter being comprised of indicators from the Human Development 
Index (HDI).4 From this there are two important practical implications for policymakers. The 
first, as eluded to by Naude et al. (2009), is that resilience is an essential feature of any 
vulnerability assessment: both at the aggregate, national, level as well as at the micro, 
household, level. The second is that analyses of household-level resilience are of critical 
importance the pursuit of national-level policy goals.  
Moser (1998) argues that a household-level analysis of resilience should focus on assets. She 
argues that all households (even the very poor) exert control over their vulnerability by 
managing complex portfolios of assets (financial, human, livelihood, physical, environmental 
and social) in order to protect their standard of living. However, the ability of a household, in 
turn, to effectively transform their assets into income, food or other basic necessities is 
influenced by what Guimarães (2007, p245) refers to as “the constitutive social and individual 
elements of their exposure and their capacity of response to shocks” – that is “the individuals’ 
characteristics, their tangible and intangible endowments, the social and institutional context in 
which they live”. Accordingly, when examining resilience economists have concentrated on 
                                                          
4
 The authors report the resilience index for 86 countries. The only SIDS in the Pacific for which data were available was Papua New Guinea 
(which ranked 72nd); ranking particularly low on social development and good governance. Given that PNG shares a number of similar 
characteristics with other Melanesian countries, in particular their dualised economic structure, this is likely to illustrate the resilience 
challenges facing similar SIDS in the Pacific such as Vanuatu and Solomon Islands.  
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the stock of assets households have on hand and their liquidity (Dercon, 2001) as well as 
institutional factors such as the presence of well-functioning markets (Heitzmann et al. 2002).  
1.3. Vanuatu and Solomon Islands – an overview 
This research focuses on the vulnerability and resilience of households in two Pacific Island 
Countries (PICs), Vanuatu and Solomon Islands, to the effects of global macroeconomic 
shocks. Like the region more broadly, there has been little research into these issues in either 
country. Indeed, Feeny et al. (2013) notes that despite the obvious development challenges 
facing PICs, and the acute vulnerabilities of individual countries, the region remains 
“startlingly under-researched” by academics interested in economic development and social 
protection. While Vanuatu and Solomon Islands share a number of broad similarities, 
considerable differences in their recent economic performances provide contrasting historical 
backdrops to the analysis of recent global macroeconomic shocks. This section provides 
background information to each country and offers some important context to the rest of the 
thesis.  
Situated to the north east of Australia in the South Pacific Ocean, Vanuatu and Solomon 
Islands share a number of similarities. Both countries are archipelagic with small populations 
scattered on small islands across vast tracts of ocean. Vanuatu has a population of around 
250,000 spread across 85 islands in 680,000 square kilometres of ocean, while Solomon 
Islands has a population of around 550,000 spread across almost one thousand islands in 
1.34 million square kilometres of ocean (UNESCAP, 2000; 2007) (Figure 1.1). Both are 
predominantly Melanesian in culture and share a British colonial history.5 Both countries have 
a unicameral national government derived from the Westminster system as well as provincial 
governments and municipal councils in towns. However, Vanuatu is unique in that the 
Malvatumauri National Council of Chiefs (MNCC) – a body of traditional leaders – is formally 
recognised in the Constitution; thereby formalising the role of traditional governance in the 
national government (Moore, 2010).  
When measured in terms of GNI per capita both Vanuatu and Solomon Islands are considered 
lower-middle income countries.6 Yet both are also LDCs and SIDS – the latter also 
                                                          
5
 Vanuatu was a colony of both the British and the French, under what became known as The Condominium; both cultural influences are still 
strong today.   
6
 It is important, at this stage, to establish the nomenclature of this thesis: the World Bank provides a specific classification of each country in 
terms of its respective GNI per capita. In 2012 “low-income countries” had a GNI of $1,035 or less per capita; “lower-middle income 
countries” had GNI $1,036 - $4,085; “upper-middle income” countries had GNI $4,086 - $12,615; and “high-income” counties had GNI 
$12,616 or more. However, low and middle income countries (also known as LMICs), of which Vanuatu and Solomon Islands are two, are 
often grouped together as “developing countries”, which is a useful term for juxtaposing this group with developed (high-income) countries. 
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acknowledging that they share the peculiar vulnerabilities of small islands, including limited 
size, remoteness and exposure to natural and economic shocks.7 Both countries are large 
recipients of ODA – that is, foreign aid – on a per capita basis and are among the most 
prominent recipients of ODA from Australia – the regional and economic power.8 
Figure 1.1: Map of the South West Pacific Ocean  
 
Source: University of Texas Libraries; The University of Texas at Austin. 
Both Vanuatu and Solomon Islands also have broadly similar economic structures. Each has a 
dual economy, combining large rural populations involved in subsistence agriculture and 
small-scale income generating activities with a market economy that is centred mainly in 
towns. Both also have rapidly expanding urban populations – in nominal terms and as a share 
of the total population. Hezel (2012) notes that a contributing factor to this rapid growth is the 
                                                                                                                                                                                    
 
Accordingly, Vanuatu and Solomon Islands are referred to throughout as “developing countries” despite not being in the lowest-income 
bracket.  
7
 Vanuatu’s vulnerabilities almost entirely explain its LDC status. It is unique amongst LDC countries for having repeatedly met two of the 
three thresholds for LDC graduation since 1994 (human assets and GNI per capita). However, graduation has not been recommended because 
of uncertainties regarding the sustainability of improvements in social indicators and national income. In large part, this reflects Vanuatu’s 
inherent exposure to exogenous shocks, such as natural disasters and economic shocks (UNCTAD, 2012)  
8
 According to the Australian Department of Foreign Affairs and Trade Solomon Islands was the 3rd largest recipient of Australian ODA and 
Vanuatu the 11th largest in the 2010-11 financial year (DFAT, 2012)    
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dearth of emigration opportunities for Melanesian labor – particularly in the local region.9 
Services and agriculture represent the largest shares of private-sector value added in each 
country. Tourism-related services are particularly prominent in Vanuatu (both in terms of 
economic activity and export revenue) while Solomon Islands has traditionally relied on the 
exploitation of natural resources – particularly logs, though more recently mining – for its 
economic output. However, the private sector in each country remains immature, being 
inhibited by administrative delays and government charges (according to the World Bank Ease 
of Doing Business Index). Accordingly, the private sector share of the labor force is relatively 
small and the public sector is the largest employer in both countries, while informal markets 
absorb much of the additional surplus labor from school leavers and inward migration to 
towns. Table 1.2 provides a summary of key geographic, economic and development indicators 
in each country. 
  
                                                          
9
 This also helps explain why remittance to GDP ratios in both Vanuatu and Solomon Islands are amongst the lowest of the Pacific SIDS 
(UNCTAD, 2012). Temporary labour migration schemes have been implemented in both New Zealand and Australia that attract Melanesian 
labour to perform seasonal horticultural tasks such as fruit picking. While popular in Vanuatu and Solomon Islands the New Zealand scheme 
remains small in scale (ILO, 2014) while the Australian program remains in its infancy.  
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Table 1.2: Vanuatu and Solomon Islands 
Selected indicators  
  Vanuatu Solomon Islands 
Geographic indicators 
 Land area (square km) 12,190  28,900 
 Number of islands 85 992 
 Population (2012) 247,262 549,598 
 Urban population share  
(2011; per cent) 24.9 20.5 
 Average population growth  
(2005-2011; per cent)  2.4 2.3 
 Average urban population growth  
(2005-2011 per cent) 3.7 4.6 
Economic indicators 
 GNI per capita (2012; current $US) $3,080 $1,130 
 Economic structure  
(2012; per cent of value added)  
Agriculture: 20.6% 
Industry: 11.7% 
Services: 67.6% 
Agriculture: 54.1%  
Industry: 7.2%  
Services: 38.6%  
 Average current account balance  
(2005-2011; per cent of GDP) -6.8 -17.3 
 Average trade in goods balance 
(2005-2011; per cent of GDP) 19.2 -8.2 
 Average trade in services balance 
(2005-2011; per cent of GDP) -27.9 -14.3 
 Average trade share  
(2005-2011; per cent of GDP)  97.2 89.1 
 Tourism as a share of total export receipts 
(2010) 73.8 19.8 
 Major goods exports 
(2008-2011; per cent of total export 
earnings)  
Coconut oil – 17.8% 
Copra – 17.3% 
Kava – 12.9% 
Logs – 53.6% 
Palm oil & kernels – 11.5% 
Copra & coconut oil – 7.2% 
 Export concentration index (2010) 
(world average 0.078; developing countries 
0.136) 
0.630 0.658 
 Taxes on international trade  
(2009; per cent of government revenue) 36.5 23.9 
Development indicators 
 ODA disbursements  
(2011; per cent of GDP) 11.6 38.5 
 HDI ranking (2013; out of 186 countries) 124 143 
 Undernourishment   
(2011; per cent of population) 8.5 12.7 
 Child mortality  
(2011; under-5; per 1,000 live births) 18.5 32.0 
 Secondary school enrolment rate  
(2010; per cent of school aged children) 54.7 48.4 
 Adult literacy rate (2010; per cent)  83.2 84.1 
Sources: CIA World Factbook, 2012; World Bank Development Indicators, 2013; UNDP Human Development Report, 2013; RBV Quarterly 
Economic Review – September 2013 Table 29: Value of Exports; CBSI Quarterly Economic Review September 2013, Table 1.22 - Value of 
exports by export category; UNCTAD Export Concentration Index, 2013; OECD International Development Statistics (IDS) online database, 
2013, Net ODA Disbursements from all donors combined by Least Developed Country (LDC); ADB Key Indicators for Asia and the Pacific, 
2013. 
A key difference between Vanuatu and Solomon Islands lies in their recent economic 
performance. Vanuatu has been one of the Pacific’s success stories in recent years with one of 
the fastest growing economies in the region, largely driven by continued strength in tourism 
arrivals as well as microeconomic reforms in the telecommunications and aviation sectors 
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(Duncan, 2008). In contrast, Solomon Islands has suffered from the legacy of ethnic tensions in 
the early part of the millennium, which led to the mass withdrawal of foreign investors and 
undermined the productive capacity of the economy for a number of years (Chhibber et al. 
2009).10 In fact it took until 2011 for Solomon Islands to return to the same level of nominal 
per capita income as it had in 1999 (Figure 1.2). These discrepancies in economic performance 
are also manifest in development indicators, with Solomon Islands performing relatively less 
well in each of the components of the HDI and HAI. Presently, Solomon Islands is classified 
as having “low human development” compared with Vanuatu, which has “medium human 
development” (UNDP, 2013).  
Figure 1.2: GNI per capita Vanuatu and Solomon Islands 
Current US dollars  
 
Source: World Bank Development Indicators (2013). 
1.3.1. The unique vulnerabilities of Vanuatu and Solomon Islands  
At a national level, Vanuatu and Solomon Islands are also renowned for their vulnerability. 
Both countries rank among the world’s most vulnerable countries on international league 
tables. According to the 2009 triennial review of LDCs by the UN Committee for 
Development Policy both Vanuatu and Solomon Islands were in the world’s 14 most 
vulnerable countries according to the EVI – largely reflecting their exposure to exogenous 
                                                          
10
 According to UNICEF (2005, p3) “The Tensions”, as they are colloquially known, were the result of a power struggle caused by uneven 
development. Uneven distribution in wage employment and services and living standards gave rise to considerable urban drift as individuals 
migrated away from subsistence livelihoods in remote islands and toward Honiara and north Guadalcanal. This bred resentment among the 
local population and gave rise to an outbreak of fighting.  
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shocks (United Nations, 2013c).11 Similarly, of the 111 countries ranked by the 
Commonwealth Vulnerability Index (CVI) in 2000, Vanuatu was the most vulnerable while 
Solomon Islands was seventh (Easter et al. 2000). Vanuatu was amongst four SIDS deemed to 
be most vulnerable according to a geographical vulnerability index devised by Turvey (2007). 
The United Nations University Institute 2011 World Risk Report also ranks Vanuatu and 
Solomon Islands as the world’s first and fourth nations most vulnerable to natural hazards, 
respectively.  
In large part, this aggregate vulnerability reflects the innate exposure that both countries have 
to economic shocks and natural disasters, though it also partly reflects the institutional 
limitations in these countries that inhibits the ability of governments to effectively mitigate risk 
and cope with the effects of shocks (Santos-Paulino, 2011). Geographical location plays a very 
important role. Situated in the tropical South West Pacific Ocean, and straddling the fault line 
between the Pacific and Indo-Australian tectonic plates (often referred to as the “Pacific Ring 
of Fire”) both Vanuatu and Solomon Islands are among the most highly exposed countries in 
the world to the combined risks of cyclones, earthquakes, and occasional tsunamis (Guha-Sapir 
et al. 2004).12 
The unique economic geography of the Pacific also plays an important role in heightening 
vulnerability. The World Bank (2009, p32) evaluates that PICs face a “three-dimensional 
predicament” of economic geography given their “division” from international economic hubs; 
“distance” between urban and rural areas (i.e. the ease, or difficulty, for goods, services, labor, 
capital and ideas to traverse space)13; and problems associated with “density”, where poor 
planning of urban areas has resulted in the social costs of overcrowding more than offsetting 
the efficiency benefits of agglomeration. This unique combination of remoteness and smallness 
has been found to be a key reason why the SIDS of the Pacific are uniquely disadvantaged in 
their development prospects vis-à-vis developing countries in other regions of the world 
(Gibson and Nero, 2008; Jayasuriya and Suri, 2012).  
Vanuatu and Solomon Islands are acutely affected by each of these three predicaments 
identified by the World Bank: being further away from export markets, less-densely populated 
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 While the timing of the 2009 triennial review aligns most closely with the field work conducted for this study, the most recent review, in 
2012, showed that Vanuatu had improved to 30th while Solomon Islands remained inside the top ten most vulnerable countries.   
12
 Data from EM-DAT (2012) indicate that PICs have experienced 105 natural disasters since 2000. Of these, seventy occurred in the 
Melanesian countries of Fiji, PNG, Solomon Islands and Vanuatu and affected over half a million people (see Feeny et al. 2013). Indeed, of all 
the disasters recorded in the Pacific islands between 1950 and 2004, Melanesia experienced more than half (Bettencourt et al. 2006, p2). 
Vanuatu alone has experienced one hundred cyclones in the past 40 years and 22 ‘major’ earthquakes (defined as greater than 6.6 on the 
Richter scale) in the past 27 years (UNICEF, 2011a). 
13
 Distance, in this context, is an economic rather than Euclidean concept.  
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and being more mountainous and forested than the median small economy (World Bank, 
2010). Outside of a few prominent roads on the main islands and ferry services linking capital 
cities with more populous islands, internal transportation is underdeveloped and costly. Such 
poor-quality infrastructure exacerbates the remoteness of rural areas as it inhibits the 
transportation of goods, people and capital. This limits the reach of markets and is a key reason 
why essential services such as public administration, health, education, and utilities such as 
electricity, water and sanitation are highly concentrated in urban areas (Connell, 2011). In fact, 
both Vanuatu and Solomon Islands have some of the highest charges for electricity (AusAID, 
2008) and the lowest rates of extension to rural areas in the Pacific (Cox et al. 2007).  
The challenges of economic geography also help explain why Vanuatu and Solomon Islands 
are particularly vulnerable, at a national level, to the effects of macroeconomic shocks, 
including terms of trade shocks and shocks to external demand (Colmer and Wood, 2012). 
Winters and Martin (2004) suggest that the combination of limited economies of scale and 
high transport costs are a key reason why manufacturing sectors remain undeveloped in PICs 
and exports are limited to only a few agricultural commodities.14 In addition, export markets 
tend to be small, and have dwindled in recent years owing to the dismantling of preferential 
trade deals with larger neighbours such as Australia and New Zealand (Imai, 2008). Moreover, 
the general lack of a manufacturing sector in Vanuatu and Solomon Islands has meant that 
there are few, if any, import-competing industries that can produce substitutes for strategic 
imports, such as processed food, fuel and capital goods, and machinery and transportation 
equipment (Jayaraman, 2004; Jayaraman and Ward, 2006).  
The combination of a narrow domestic production base and relatively low price elasticity of 
demand for imports means that both countries are vulnerable to external and internal 
imbalances resulting from import price shocks. Indeed the structural imbalance in trade has 
resulted in large permanent current account deficits – averaging 6 per cent of Gross Domestic 
Product (GDP) in Vanuatu between 2005 and 2011 and 17 per cent of GDP in Solomon 
Islands. Oil imports are particularly prominent: in 2008 they represented around 8 per cent of 
national income in Vanuatu and 15 per cent in Solomon Islands (Davies and Sugden, 2010). 
Oil imports also represent a considerable share of total goods and services export earnings. 
Moreover, while most households engage in domestic food production, both countries are 
nonetheless net importers of staple foods, such as wheat and rice (ADB, 2008, p13). This 
                                                          
14
 In fact, UNCTAD (2013) indicate that the export concentration index for both Vanuatu and Solomon Islands are considerably higher than 
both the world average and average of developing countries. 
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means that when commodity prices rise, the losses from higher import prices more than offset 
the potential gains from higher export prices – placing downward pressure on international 
reserves and, ultimately, raising the prospect of a balance of payments crisis.  
Compounding the vulnerability of each respective domestic economy to vacillations in the 
global economy is that both Vanuatu and Solomon Islands have a fixed exchange rate regime 
and government revenue is dependent on a narrow domestic tax base and taxes from trade. 
This suggests that neither country is able to rely on offsetting movements in the exchange rate 
to cushion the effects of adverse movements in the terms of trade on domestic inflation (Wood, 
2010).15 In addition, a collapse in the terms of trade also has important implications for 
taxation revenues and hence domestic fiscal policy (Feeny, 2010).16,17 Such external and 
internal imbalances are identified as a key reason why growth rates of Pacific SIDS are 
amongst the most volatile in the world (Easterley and Kray, 2000, Feeny et al. 2013). It also 
underpins why Balachandra (2007, p33) lists Vanuatu and Solomon Islands as second and 
fourth most vulnerable of the developing countries of the Asia Pacific to rising oil prices, 
respectively.  
Yet despite these inherent vulnerabilities to natural and economic shocks, the unique 
characteristics of small and remote island states such as Vanuatu and Solomon Islands also 
provide a layer of resilience. Speaking about PICS more broadly, Feeny (2010, p8) argues that 
while structural factors facilitate the transmission of price shocks, other shocks, such as 
financial crises and shocks to international demand are likely to be somewhat muted relative to 
other areas of the globe. Using the recent GEC as an example, he cites four important buffers 
that PICs possess that could have insulated them from the worst effects of the shock: (i) limited 
financial integration with global financial markets; (ii) the dominance of communally-owned 
land and strong traditional social support systems; (iii) low levels of monetisation and high 
rates of subsistence agriculture; and (iv) small manufacturing sectors and low levels of formal 
sector employment.  
 
                                                          
15
 Vanuatu technically has a “dirty float” in which the Vatu is pegged to a basket of currencies of major trading partners, while Solomon 
Islands has a de facto peg against the United States dollar. In both cases the currency is pegged to countries that target inflation, which helps 
mute fluctuations in prices. It still holds that there is virtually no scope for the exchange rate to adjust to a terms of trade or demand shock in 
order to cushion the economy. Moreover, countries with pegged currencies have limited scope to operate independent monetary and fiscal 
policies as the settings of these policies are likely to be constrained by the need to defend the pegged exchange rate (Wood, 2010).  
16
 IMF (2011a) also note that the need to fund external and internal imbalances is a key reason why both Vanuatu and Solomon Islands are 
dependent on ODA. 
17
 While Solomon Islands relies upon a mixture of income taxes, sales taxes and trade taxes, Vanuatu has established itself as a tax haven in an 
attempt to attract Foreign Direct Investment (FDI) and charges no business or personal income tax. A considerable share (around 80 per cent) 
of Vanuatu’s tax revenue is therefore derived from a combination of value-added, excise and trade taxes (IMF 2007; IMF 2011a, p13).  
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1.4. The effects of recent global macroeconomic shocks  
In recent years, the world economy has been buffeted by a number of major shocks. The most 
salient of these included the sharp increase in international food prices between 2007 and 2008 
in which a combination of strong global demand and supply restrictions – both natural and 
policy induced – squeezed prices of key raw commodities to unprecedented high levels (Viatte 
et al. 2009, p14). The price of rice was particularly affected, increasing by 150 per cent in only 
four months (UNESCAP, 2009). The ensuing “food crisis”, as it become known, was 
compounded by a strong increase in crude oil prices, which directly increased the input cost of 
producing food. Strong fuel prices also increased the attractiveness of biofuels, which further 
crimped the available land for agriculture (IFPRI, 2008). According to World Bank data, over 
the 12 months to mid-2008 food prices increased by as much as 70 per cent while crude oil 
prices almost doubled to an all-time record of $147 per barrel in July 2008 (World Bank, 
2011). This represented the sharpest 12–month rise recorded in food and fuel prices since the 
inflationary spikes associated with the oil price shocks of the early 1970s.  
However, with the onset of the global financial crisis, triggered by the collapse of investment 
bank Lehman Brothers in September 2008, and the credit crunch in financial markets that 
ensued, commodity prices quickly retraced their gains. Most major developed economies were 
also tipped into a deep recession characterised by sharp contractions in the volume of output, 
Foreign Direct Investment (FDI) and global trade (McKibbin and Stoeckel, 2009). This then 
had rapid flow-on effects to the world economy, including developing countries and became 
known as the Global Economic Crisis (GEC) (Mason et al. 2012). The upshot was that in 2009 
the level of global output fell for the time since World War II (Figure 1.3).  
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Figure 1.3: International food and fuel prices and global output  
Price data index: (2004=100); GDP data annual percentage change, nominal 
 
* Arithmetic average between the FAO and World Bank monthly food price indices. 
** Crude oil, average spot price of Brent, Dubai and West Texas Intermediate monthly prices, equally weighed. 
Sources: FAO; World Bank; WTO. 
These events constituted major shocks to the world economy; both because of the sheer 
rapidity of their onset and the fact that they were unexpected. In particular, they represented a 
sharp departure from prevailing views that the world economy had entered a period of “Great 
Moderation” in which cycles of boom and bust had been replaced by a protracted period of 
relatively benign global inflation and output (Bernanke, 2004). 
While few developing countries were able to escape the effects of the extreme volatility in 
commodity markets, net commodity importers, including Vanuatu and Solomon Islands, were 
particularly exposed. In general terms, these countries experienced a deterioration in their 
terms of trade as the effect of the sharp import price appreciation more than offset increases in 
export prices. This, in turn, exacerbated current account imbalances, squeezed foreign 
exchange reserves and ultimately manifested itself as imported inflation (Gould et al. 2011).  
The effects of the GEC on developing countries were less generalisable and were instead 
differentiated across countries according to their characteristics. Nayyar (2011) identified a 
number of channels of transmission for the global recession into developing countries, 
including exports, remittances and capital flows. He concluded that smaller countries with 
undiversified production and export bases were particularly vulnerable to a contraction in 
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global trade given their limited capacity to spread risk. In contrast, countries that had strong 
economies heading into the crisis were least impacted, in large part because they had the fiscal 
and monetary space to withstand falls in revenues as well as to engage in targeted stimulatory 
measures to offset the shocks (Agbetsiafa, 2011; FAO, 2011).   
At the household level in developing countries the effects of the multiple crises were acute. 
The spike in imported inflation undermined real disposable incomes and stretched households’ 
reserves and resilience, while the GEC weakened demand for goods, services and labour. The 
Food and Agricultural Organisation (FAO) estimates that, as a consequence of the food crisis, 
an additional one million people in SIDS were pushed into undernourishment as a result of the 
food price rises through 2006-08 (FAO, 2011, pp44-47). In the Asia-Pacific region alone 
almost 25 million workers were estimated to have lost their jobs, as trade-exposed industries 
shed labor (UNESCAP 2009). The Asian Development Bank (ADB) estimated that the 
recession prevented 64 million people in Asia from emerging out of poverty and pushed 
50,000 into poverty in the Pacific (Chatterjee and Kumar, 2010, p111). In the medium-term, 
the crises are also likely to have slowed progress towards achieving the UN’s MDGs, and 
prompted substantial upward revision to forecasts of the level of extreme poverty in 2020 
(World Bank, 2010, p6). In drilling down through the macroeconomic veneer of the crises, to 
explore the human implications, Green et al. (2010, p17) noted that “although the food and 
fuel crisis and the global economic crisis have had distinct, and at times opposite, impacts, for 
most people at the sharp end, they are part of a single trauma – the struggle to put food on the 
family table”. 
Many of the effects of the shocks observed internationally were also evident in Vanuatu and 
Solomon Islands. In both countries reported inflation, measured using growth in the Consumer 
Price Index (CPI), accelerated rapidly through 2007 and 2008 as international food and fuel 
prices were passed through to the domestic economy, albeit with a small lag (Figure 1.4). 
Much of this price growth was driven by imported food inflation: indeed while the overall 
year-ended inflation rate reached 24 per cent in Solomon Islands in mid-2008, growth in food 
CPI (of which around half is imported, IMF, 2011a, p12) reached 35.8 per cent. Similarly, CPI 
growth in Vanuatu peaked at around 6 per cent – considerably higher than its pre-crisis average 
growth rate of around 2 per cent. The rapid acceleration in price growth was driven by growth 
in food CPI which peaked at 11.4 per cent in year-ended terms. Importantly, even as 
international prices fell during the GEC, the level of domestic prices continued to rise, albeit 
much more slowly, in both countries.  
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Figure 1.4: Inflation in Vanuatu and Solomon Islands  
Quarterly data; Year-ended percentage change; bars indicate contribution to growth  
 
Sources: Reserve Bank of Vanuatu; Solomon Islands National Statistics Office. 
While falling commodity prices in 2009 provided brief respite from the perspective of the 
balance of payments, neither Vanuatu nor Solomon Islands were completely immune to the 
effects of the GEC, with each country experiencing a sharp slowdown in GDP per capita 
growth in 2009 (Figure 1.5). Generally speaking, Solomon Islands was more adversely 
affected by the global recession, as it was relatively more exposed to the concomitant fall in 
commodity prices (in particular, logs) and entered the crisis in a relatively more fiscally 
constrained position (ADB, 2009a; IMF, 2011a). This was reflected in the sharp fall in GDP 
per capita. In contrast, in Vanuatu, where growth slowed sharply, falls in private consumption 
activity (fuelled by capital inflows from Australia and New Zealand) were somewhat offset by 
a temporary surge in tourism and continued strength in construction activity associated with 
the MCC road-building project (IMF, 2011b, p3).  
The combination of the fall in commodity prices, weakening domestic output and a worsening 
external trade position also had important implications for government revenue. In Vanuatu, 
trade revenue collapsed in 2009 and 2010 following solid rises in the preceding couple of 
years, which resulted in Vanuatu’s fiscal position deteriorating significantly (IMF, 2011b, p7). 
The government responded by freezing the public sector wage bill and reducing capital 
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expenditure. While in Solomon Islands, government revenues were severely crimped by 
revenues falling in line with falling log export duties. A key consequence was that Solomon 
Islands government responded by cutting expenditure by 35 per cent to stabilise its operating 
cash position, which curtailed the delivery of essential services (UNICEF, 2012a). It also 
requested a precautionary Standby Credit Facility from the IMF – in essence, a bailout (IMF, 
2011a, p4).  
Figure 1.5: GDP per capita in Vanuatu and Solomon Islands 
Annual percentage change: real GDP; PPP weights*   
 
*Purchasing Power Parity. 
Source: World Bank Development Indicators (2013). 
1.5. The vulnerability and resilience of households in Vanuatu and Solomon Islands  
The combination of the acute vulnerabilities of Vanuatu and Solomon Islands to economic 
shocks at a national level, and the links between vulnerability at a macro and micro level more 
broadly, suggest that it is of critical importance to properly understand the location, extent and 
determinants of households’ vulnerability and resilience in these two countries. The 
considerable human consequences of recent global macroeconomic shocks described above 
exemplify the need for this type of analysis in areas renowned for their exposure to shocks.  
Yet, to date, it is an area that has received little attention in the empirical literature. Only one 
study, Jha and Dang (2010), has formally examined the vulnerability of households in 
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Melanesia to experiencing poverty. The authors focused on Papua New Guinea (PNG) and 
found that a substantial proportion of households are indeed vulnerable to poverty as a result of 
risk, with vulnerability varying across region, household size, gender and education. However, 
the study relied on aggregate household income and expenditure data and is somewhat dated, 
being from 1996.  
A formal and up-to-date examination of households’ vulnerability to poverty in Vanuatu and 
Solomon Islands is therefore clearly warranted. At present, important knowledge gaps exist in 
each of the key components of vulnerability: households’ current well-being, the shocks they 
face and their responses to shocks. The upshot is that, at present, there is limited evidence on 
which the governments of Vanuatu and Solomon Islands, as well as international donors, can 
base the development and targeting of social protection policies that could help reduce 
households’ exposure to future shocks and improve their well-being. 
Crucial in any analysis of household well-being in Vanuatu and Solomon Islands is a 
cognisance of the distinctive features of each country. Both are unique development cases, 
with considerable vulnerabilities yet without many of the characteristics often associated with 
extreme monetary poverty in the world’s most vulnerable developing countries. This has 
generally been attributed to the predominance of domestic food cultivation in households’ 
livelihoods and entrenched informal safety nets underpinned by strong social and family ties 
(Abbott and Pollard, 2004).  
This thesis explicitly recognises the peculiarities of the local context throughout the analysis; 
indeed, they are a central focus of the research. To that end, care has been taken to specifically 
capture information on local customs and practices that underpin households’ behaviour. 
Important aspects of the local context also feature prominently in the measures used to gauge 
household well-being and vulnerability throughout the thesis. This includes both the re-
articulation of household poverty in multidimensional (rather than monetary) terms to account 
for the dualistic economic structure of each country as well as specific tailoring of 
multidimensional poverty to suit the Melanesian setting. To the author’s knowledge this is the 
first time such an approach has been undertaken in either country.  
Examining the influence of key local characteristics in the context of a formal and rigorous 
quantitative examination of household-level vulnerability and resilience ensures that this thesis 
is directly relevant to local policymaking as well as being a work of academic importance. This 
combination of factors, in turn, provides a strong platform from which to propose evidence-
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based policy recommendations that build upon, rather than weaken, the inherent strengths of 
the local context, and improve the lives of Ni-Vanuatu and Solomon Islanders.  
1.6. An outline of this thesis  
This thesis uses empirical data from across Vanuatu and Solomon Islands to determine the 
vulnerability, and resilience, of households to global macroeconomic shocks. It examines 
households’ current well-being, the shocks households experience and their responses to 
shocks. It then combines this information to estimate households’ vulnerability.  
The thesis is structured into seven chapters. Chapter 1 has provided details on the importance 
of examining household vulnerability and resilience in Vanuatu and Solomon Islands and has 
provided background information on each country at a macro level, before detailing the effects 
of recent global economic shocks at a macro level.  
The next chapter, Chapter 2, details the methodological design of the research. It provides 
specific details on the unique household survey as well as the twelve survey locations.  
Chapters 3 through 6 include the empirical contributions of the thesis. Each attempts to answer 
a single research question and is structured similarly, with its own literature review, empirical 
analysis and conclusion. The final chapter provides policy recommendations drawn from the 
evidence gathered in this thesis. The recommendations focus on ways to reduce households’ 
vulnerability to economic shocks as well as to strengthen households’ resilience. 
Chapter 3 measures households’ poverty using a non-monetary measure of multidimensional 
poverty that more closely reflects the HDI. It replicates the Multidimensional Poverty Index 
(MPI) – a widely-used non-monetary measure of household poverty devised by Alkire and 
Foster (2011) that directly focuses on three dimensions of well-being: health, education and 
material standard of living, split across ten indicators of deprivation. This marks the first time 
that the MPI is reported for Solomon Islands (it has already been reported for Vanuatu at a 
national level) and the first time that the measure has been reported at the sub-national level in 
either country. This chapter makes a further contribution to the identification of poverty by 
constructing a Melanesian MPI (MMPI) which tailors the MPI to suit the local Melanesian 
context. 
Chapter 4 contributes to the understanding of the transmission of global macroeconomic 
shocks to households in Vanuatu and Solomon Islands. By examining households’ experiences 
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of global macroeconomic shocks, as well as other covariate environmental and idiosyncratic 
shocks, important information is gleaned on the extent to which households are integrated into 
the global economy as well as the key role played by traditional economic systems in 
providing resilience. A bivariate probit model also formally examines whether a set of 
explanatory variables helps to predict whether a household will experience a given shock, 
controlling for the impact of other potential correlates. This follows a similar approach to 
modelling exposure to shocks in Tesliuc and Lindert (2004).  
Chapter 5 focuses on the resilience of households to the effects of recent global 
macroeconomic shocks. It makes three important contributions. Firstly it catalogues the 
dominant coping responses of those households that experienced a recent global 
macroeconomic shock. Secondly, it examines households’ vulnerability to the adverse effects 
of these shocks, using a similar econometric technique to that used by Corbacho et al. (2007). 
Thirdly, it tests the effectiveness of each individual coping response in helping households 
withstand the effects of the shocks, holding constant the effects of households’ locational and 
demographic characteristics.  
Chapter 6 brings together information from each of the previous chapters on household well-
being, shock experience and responses to shocks to estimate household vulnerability to future 
poverty. This represents the first time that the incidence, location and severity of vulnerability 
is identified in Vanuatu and Solomon Islands. It also makes a contribution to the vulnerability 
literature more broadly by examining vulnerability using broader, non-monetary, measures of 
well-being, such as the MPI, as well as a measure of poverty specifically tailored to suit the 
local context (the MMPI). While there are a number of approaches to estimating household 
vulnerability this chapter uses an approach pioneered by Chaudhuri et al. (2002) that has been 
used in a wide variety of developing country contexts and makes use of cross-sectional data 
with some simplifying assumptions.  
Chapter 7 concludes the thesis by reviewing the findings in accordance with the research 
questions outlined here in Chapter 1. Six evidence-based recommendations are then proposed 
for policymakers. Finally, the limitations of the study are discussed and avenues for future 
research are suggested.  
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CHAPTER II – DATA AND METHODOLOGY 
2.1. Introduction  
The quantitative data underpinning this research comes from a unique cross-sectional 
household survey that was specifically designed to answer the research questions. Fieldwork 
for the research was conducted in the first half of 2011. The research focuses on six 
heterogeneous communities in each country, spread across the respective archipelagos, that 
represent different degrees of integration into formal market systems and different livelihood 
activities (Figure 2.1). 955 households were surveyed in total, with 468 surveys from Vanuatu 
and 487 from Solomon Islands.  
The six communities in each country were selected to provide a broad perspective on different 
experiences of vulnerability and resilience in urban and rural regions. The ability to gain 
permission to conduct the research was also a determinative factor in the selection of each 
community. The communities are broadly comparable across countries. The heterogeneous 
nature of each community is likely to limit, to some extent, the blanket extrapolation of the 
results to the respective nations more broadly. However, the selected communities provide a 
sufficiently diverse evidence base to permit a thorough, and valuable, examination of the 
different factors underpinning household vulnerability and resilience in the Melanesian 
context.  
The research for this thesis was part of a broader multidisciplinary examination into 
vulnerability and resilience between numerous academic institutions and Oxfam Australia. It 
was funded by the Australian Agency for International Development (AusAID) through the 
Australian Development Research Award Scheme (see Feeny et al. 2013 and Feeny, 2014 for 
more information on the broader research project).18 As part of this broader mixed-methods 
project, qualitative data were also collected through focus groups and key informant 
interviews. While this thesis relies on quantitative survey data, qualitative data from the 
broader research are occasionally used to provide context to the quantitative results.  
The remainder of this chapter focuses on the data and methodology used in this thesis: 
Section 2.2 provides details on the data used in the research, focusing mainly on the household 
survey; Section 2.3 explains the approach to field work and the sampling methodology; and 
                                                          
18
 Ethics approval was provided by the Business College Human Ethics Advisory Committee of RMIT University, Ref: 1000140.  
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Section 2.4 concludes with descriptions of the characteristics of each of the twelve 
communities surveyed.  
Figure 2.1: Research fieldwork locations 
 
Source: Feeny and McDonald (2013). 
2.2. Data  
2.2.1. Household survey 
In general, the limited availability of data poses a considerable constraint to assessing well-
being in the Pacific. With scarce resources available to collect national data from small, 
geographically dispersed populations, the capacity of PICs to collect, collate and analyse 
survey data is limited. For many PICs, data collection has been given a low priority due to both 
its expense and high technical requirements (Feeny and Clarke, 2008; 2009; PIFS, 2011). 
Information is often outdated, incomplete or entirely unavailable. This data difficulty is long-
standing and recognised by donors and PIC governments alike.  
Despite the general challenges in obtaining data in PICs, both Vanuatu and Solomon Islands 
have a number of high-profile aggregated data sets that target household well-being. Each 
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country has occasional rounds of Household Income and Expenditure Surveys (HIES) that 
provide information on material living standards and are the basis on which household poverty 
has to date been estimated. Other stand-alone studies have also provided an insight into 
household well-being. In Vanuatu this includes the Multiple Indicator Cluster Survey (MICS, 
2007) and the Alternative Indicators of Well-being Survey (MNCC, 2012), while in Solomon 
Islands it includes the Demographic and Health Survey (SIDHS, 2007). In 2009 both countries 
also completed a Census.  
While each of these data sets makes a valuable contribution they are insufficient for an analysis 
into vulnerability and resilience at a household level. Each study is episodic, uses different 
sampling techniques and captures well-being through a specific lens – often reflecting the 
motivations of the agency underwriting the study.19 Further, since data cannot be linked to a 
single household, there is also little comparability between these studies, except at a national 
level. 
More broadly, aggregated data sets tend not to be well suited to analysing the impact of 
selected shocks on households’ well-being for two additional reasons. Firstly, nationwide data 
sets rarely include information on each household’s experience of shocks, or responses to 
shocks. In large part, this reflects the fact that such data sets are generally not intended for this 
purpose and therefore do not ask pertinent questions.20 Secondly, vulnerability assessments 
require a richness of household-level information that is beyond the capacity of a nationwide 
study. This includes information on, inter alia household’s access to a variety of different 
assets (including financial, human, physical, environmental and social), material standards of 
living and demographics. In Vanuatu and Solomon Islands this also includes key aspects of 
households’ livelihoods, including cultural practices and important non-monetised production 
and exchange. Such richness, Morris (2011, p17) points out, is needed because it provides 
policymakers with an insight into the reasons why households are poor and/or vulnerable. 
Given the shortcomings with existing data sets, this research relies on quantitative data from a 
customised cross-sectional household survey. The survey draws on the frameworks of a 
number of other prominent household surveys in the Pacific (Banks 2000; Chung and Hill 
                                                          
19
 While each study is carried out by the respective National Statistics Office in each country, the studies have generally been funded by 
multilateral donor agencies. For instance MICS (2007) was funded by UNCEF, MNCC (2012) was funded by The Christensen Fund and 
SIDHS (2007) was funded by the ADB.  
20
 A notable exception to this is the World Bank’s Living Standards Measurement Study (LSMS) which has sought to augment integrated 
household surveys with specific modules that collect information on shocks and coping strategies. To date, these have been limited to studies 
in Guatemala, Tanzania, and Malawi (World Bank, 2013c).  
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2002; SIDHS, 2007, Sijapati-Basnett, 2008) however, it is specifically tailored to answer the 
research questions.  
The survey gathers information on household demographics, physical household 
characteristics, migratory behaviour, productive assets, income and expenditure, social assets, 
water and sanitation and respondents’ perceptions of their own well-being.21 It also captures 
information on key local considerations, including land tenure, use of food gardens, 
contributions at custom ceremonies, tithes to the church and the extent of support provided to 
and received from the broad social network. 
Importantly, the survey includes information on each of the major areas of information 
identified by Hardeweg and Waibel (2009) for determining vulnerability at the household 
level. To that end it includes information on households’ experience of various economic 
shocks (such as food and fuel price rises and labour market events) as well as other shocks that 
can affect household well-being (such as crop failures, crime and death / illness). It also 
includes households’ responses to those shocks, including various traditional insurance 
mechanisms, changes in expenditure patterns, including the use of natural resources, and 
labour market responses.  
The referent object of the survey is the household, which is equated to the individuals residing 
within the dwelling.22 This was judged to be suitable on a number of levels, including its 
parsimony and the fact that it provided a discrete and consistent definition. It also required 
little interpretation from enumerators and respondents, which ensures consistency in the unit of 
analysis across the different communities and countries. The assumption was that if any one 
individual in the dwelling had access to a particular resource or skill, then all members of the 
house also, at least vicariously, had access. In part this draws from the concept of intra-
household externalities (Basu and Foster, 1998).23 This meant that a representative adult was 
all that was required for the survey and questions focused on the characteristics of “the people 
living in this house”. This approach also differs from that taken in many empirical analyses of 
households’ well-being, which focus on the characteristics of the household head. This choice 
was made following the experiences during the pilot phase, undertaken in-country in the 
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 Water and sanitation data draw from the MDG guidelines for determining improved and unimproved services. To capture information on 
households’ access to these services, survey respondents were asked to select from a pictorial representation of different quality water and 
sanitation options (see WHO/UNICEF (2010) for more details). 
22
 This differs to other studies in the region: MICS (2007) defined a household as “a group of people that are eating from the same pot”. 
23
 Intra-household externalities are typically considered in the context of literacy, though Lordan et al. (2012) use a similar approach in their 
analysis of socioeconomic status and health in another PIC, Fiji. In that study the authors use the household, rather than the individual, as the 
referent object of the study citing the strength of kinship and family.  
33 
months before fieldwork, in which the nominated “head” of the house in both countries was 
typically indicated as the oldest male in a family (irrespective of whether that person resided in 
the house or not). The view taken, therefore, was that the “head” was often simply titular and 
not in any way meaningfully correlated with the practical behaviour of the household.24  
It is recognised that defining the household in terms of the individuals living within the 
dwelling comes at the cost of masking some important complexities. It masks the fact that, in 
PICs, strong familial bonds mean that the concept of a household is fluid and indeterminate; 
clusters of dwellings can form a broad economic unit, while an individual dwelling can, at 
times, be home to several separate economic decision-making agents (Banks, 2000, p307). It 
also masks important intra-household dynamics. This includes the fact that it prioritises the 
perspective and insight of one single member of the dwelling as outlined in feminist critiques 
of household surveys (Monk and Hansen, 1982) as well as the fact that resources are rarely 
fully or equitably pooled between household members (Haddad et al. 1997; Haddad, 1999). 
Such intra-household relations have been recognised as being critical to understanding the 
vulnerability and resilience of households (Moser, 1998; Alwang et al. 2001). 
The survey therefore attempts to address these issues by explicitly capturing information on the 
informal exchange within the broader familial economic framework as well as intra-household 
dynamics. In particular, a focus is placed on gift-giving and cultural exchanges, while a 
number of questions directly address whether a man or women is the chief decision-maker on a 
number of different decisions on household spending and resource allocations.25 A balanced 
gender spilt in survey respondents was also maintained (see below).  
The same paper-based survey was used in both countries, with an English version translated 
into the primary national language of each country (Bislama in Vanuatu and Solomon Pidgin 
in Solomon Islands). As many Melanesians reside in rural areas and have only limited formal 
education and engagement with the formal economy, great care was taken to ensure that the 
language was appropriate for the local context and that the questions were culturally 
appropriate.26 The result was a survey designed to resemble a conversation, with questions 
flowing intuitively and in a language that respondents would be likely to comprehend. For 
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 To illustrate the fluidity of the “head” of the household in Melanesia, around 60 households were surveyed twice as part of the broader 
research project. This was designed to capture information on the same household from both a male and a female’s perspective. In almost 
17 per cent of these households, a discrepancy was recorded between the male respondent and the female respondent as to the gender of the 
household head (male duplicate surveys were dropped from the sample for this thesis).  
25
 The survey also examined a range of additional gendered data to capture the intra-household allocative dynamics. Two prominent examples 
included whether women or men did particular types of work, and had access to particular household resources (see Donahue et al. 2014). 
26
 For instance, it was thought that formal economics jargon may not resonate in the local context. Indeed, this was confirmed during the 
piloting process, when many economic terms were found not to translate well to the local context. 
34 
instance, instead of referring to “shocks” the survey asked about “things that make life hard” 
(see Table 4.2 in Chapter 4). In addition, care was taken to ensure that questions related to the 
financial information of the household were as culturally sensitive as possible given the fact 
that directly asking households about such matters can be interpreted as rude in the in 
Melanesian context (Banks, 2000; Maebuta and Maebuta, 2009).  
2.2.2. Other sources of data  
Secondary data sources are also used to complement and provide important context to the 
information in the household survey. This includes quantitative data from aggregate studies 
such as the respective HIES and Censes in each country as well as qualitative information from 
focus groups and key informant interviews carried out in the same communities at the same 
time.27 Tesliuc and Lindert (2004) argue that quantitative models are necessary but not 
sufficient to examine the multidimensionality of vulnerability and that qualitative information 
can be a valuable input.  
2.3. Field work and sampling methodology   
Field work for the research occurred in Solomon Islands in February 2011 and in Vanuatu 
during June 2011. A form of stratified multistage cluster sampling was used. This combined 
purposive selection of sample locations, based on a broad range of criteria, with a rule-based 
approach to selecting households within each location.  
In discussions with key research stakeholders during initial scoping visits to each country in 
late 2010 a broad set of criteria were adopted for the selection of the sampling units.28 It was 
decided that six communities would be chosen in each country that would provide the research 
with a sufficiently rich data set on the different ways that households were vulnerable, and 
resilient, to the effects of global macroeconomics shocks. It was intended that the aggregate 
distribution of communities be not too dissimilar to Census data in terms of the distribution of 
urban and rural households. It was therefore decided to target two urban and four rural 
communities in each country. An additional imperative was that the six locations chosen in 
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 In each of the twelve communities, separate focus groups were held with older women, older men and young women and younger men in 
order to examine the specific impacts of economic shocks on each cohort. Key informant interviews were held with leaders at community, 
provincial and national levels.  
28
 Key stakeholders included staff at the respective in-country Oxfam Australia office, government ministries and major donor agencies. 
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each respective country should be broadly comparable so as to facilitate cross-country 
comparisons.29 
A broad set of criteria were adopted for the selection of communities. In rural areas these 
included the desire to sample at least one particularly geographically remote location in each 
country, the desire to sample regions that were renowned for growing cash crops, and regions 
that had known links to Oxfam Australia’s development programming. In urban areas the 
intention was to survey communities in the respective capital cities and the second largest 
cities in each country. A key focus of the research in urban areas was on households in squatter 
settlements. These communities were renowned for their low levels of well-being, which was 
deemed particularly useful for research into household vulnerability and the implications for 
social protection policy. Moreover, this group are often overlooked in nationwide surveys on 
account of their often-informal habitation. In addition, to capture the breadth of experiences in 
towns, each of the four urban communities was split between two squatter settlements.  
The overarching consideration in selecting communities, however, was gaining permission for 
entry. The primacy of good rapport in Melanesian culture meant that, without the explicit 
imprimatur of leaders to enter their community and conduct research, the best efforts to study 
these regions would likely be stymied. Consequently, following the initial selection of a broad 
region that satisfied the selection criteria, Oxfam’s network of local partners were then used to 
identify specific communities where there was an existing good relationship.30 Table 2.1 
summarises the characteristics of each of the twelve communities surveyed. 
 
 
 
 
 
 
                                                          
29
 The six locations were first selected in Solomon Islands. Six locations that corresponded to these locations, and that satisfied the existing 
criteria, were then subsequently selected in Vanuatu.   
30
 Further, twelve individuals, one for each community visited, were identified by the local Oxfam office to help facilitate entry into 
communities. These “point people” were charged with the responsibility of gaining community leaders’ permission to undertake research in 
their villages, informing the broader community of the nature of our work, and acting as a cultural liaisons for the duration of the time in each 
location.  
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Table 2.1: Communities surveyed and their characteristics 
Region Vanuatu Solomon Islands Characteristics 
Urban 
Port Vila split between: 
- Ohlen 
- Blacksands  
Honiara split between: 
- Burns Creek  
- White River  
Squatter settlements in the 
capital city 
Luganville (Santo Is.) split between: 
- Sarakata 
- Pepsi 
Auki (Malaita Is.) split between: 
- Lililsiana 
- Ambu 
Squatter settlements in the 
second largest city  
Rural 
Baravet (Pentecost Is.) 
Guadalcanal Plains Palm Oil 
Limited (GPPOL) Villages 
(Guadalcanal Is.) 
Rural communities heavily 
involved in commercial 
agriculture  
Hog Harbour (Santo Is.) Malu’u (Malaita Is.) 
Rural communities 
separated from the 
respective second city by a 
direct road 
Mangalilu (Efate Is.) Weather Coast (Guadalcanal Is.) 
Communities on the same 
island as the respective 
capital city with known 
links to Oxfam Australia.  
Banks Islands (Mota Lava Is.)   Vella Lavella Is. (Western Province)  
Remote communities a 
significant distance from 
the respective capital cities  
See Appendix A for a detailed list of the villages surveyed in each community. Urban and rural distinctions mirror, to the extent possible, the 
regional distinctions outlined in the respective national Censes. They are also a convenient approximation of the respective features of the 
dualistic economy structure in each country, described in Section 1.3 above. 
Due to the considerable cost associated with undertaking field work in Vanuatu and Solomon 
Islands, both in terms of the travel costs and the time costs of researchers, the research budget 
was limited to around one thousand household surveys.31 This number was to be distributed 
evenly between the twelve communities, representing a goal of around 85 surveys in each 
location.  
In each country the fieldwork methodology was similar. A team of local researchers were 
recruited using local recruitment agencies and job bulletin boards. A strict gender balance was 
maintained throughout. Local researchers were then split into two similar teams and allocated a 
group of three communities to survey, based on a convenient geographical grouping (in 
Solomon Islands one team stayed on the main island of Guadalcanal, while the other travelled 
to Malaita and Western Province; while in Vanuatu one team surveyed in the north and east of 
the country while the other team surveyed in the south and west). Each of the four teams 
worked concurrently for three weeks, spending one week each in the communities and 
travelling on weekends. The research model in each community consisted of an initial 
community welcome to introduce the research team, followed by the collection of survey data.  
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 The travel costs associated with field work in Vanuatu and Solomon Islands were considerable. They included the costs of numerous 
international flights between Australia and each survey country for the research team, which included the author and a number of other 
principal researchers that were involved in the broader research project. In addition, a considerable amount of domestic travel was required by 
the local research teams (which included the principal researchers, survey enumerators, focus group facilitators and team leaders) to visit each 
of the twelve communities surveyed. This involved internal flights, trips across vast tracts of water on speedboats, ferries, outboard motorboats 
and dugout canoes as well as numerous land-based rides on buses and flatbed trucks – sometimes with a number of these transport modes 
required to get to a single location!  
37 
As far as possible, households in each community were sampled according to an objective 
rule-based approach. The UN Department of Economic and Social Affairs defines this as 
“systematic sampling”, namely “selection from a list, using a random start and predetermined 
selection interval, successively applied” (United Nations, 2005, p30). In this case, enumerators 
were instructed to choose an initial house at random and then survey every second house. If no 
one was home at this house, enumerators were to then select the adjacent house on the right, 
and if, again, no one was home, resume sampling as normal (i.e. every two houses). 
Maintaining this objectivity should ensure that the survey results remain valid for making 
inferences. Only adults over the age of 18 were surveyed. Male team members only surveyed 
men and vice-versa for women team members. In an attempt to draw on the experiences and 
perspectives of both men and women, team leaders were asked to maintain a gender balance in 
the surveys, with any gender skew limited to 40 to 60 per cent in either direction. Table 2.2 
provides a breakdown of the number of surveys in each community. 
Table 2.2: Sampling distribution by community  
Community Surveys Per cent of total sample 
Solomon Islands - of which: 487 51.0 
  Auki 78 8.2 
  GPPOL 85 8.9 
  Weather Coast 77 8.1 
  Honiara 87 9.1 
  Malu’u 82 8.6 
  Vella Lavella 78 8.2 
Vanuatu - of which: 468 49.0 
  Banks Islands 78 8.2 
  Baravet 67 7.0 
  Luganville 85 8.9 
  Mangalilu 75 7.9 
  Hog Harbour 76 8.0 
  Port Vila 87 9.1 
Total 955 100.0 
Source: Author. 
As part of the broader mixed-methods research being undertaken under the same research grant 
four focus groups were also held during the time in each community (one each with older men, 
young men, older women and young women). In addition a number of key informant 
interviews were held with community leaders. At the conclusion of the week a community 
debrief was also held to share some of the initial findings and perceptions of the research team 
with members of the community. 
At the conclusion of fieldwork in each country household survey data were then entered 
manually into a computer database by the same individuals who were survey enumerators.  
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2.4. Details of the communities surveyed  
The following section provides details on the characteristics of each of the communities 
surveyed in Vanuatu and Solomon Islands, respectively. This is complemented by Appendix B, 
which also provides a statistical overview of each community.  
2.4.1.  Communities in Vanuatu 
In Port Vila, the capital city of Vanuatu, two settlements were visited: Ohlen and Blacksands. 
Both settlements are home to migrants from the outer islands. Ohlen is a densely populated 
area, situated on an escarpment that also serves as Port Vila’s water catchment area. In a rapid 
assessment of the effects of the GEC, UNICEF (2011b, p31-35) identified households in Ohlen 
as being particularly vulnerable owing to their limited land and resources. Many families are 
either unemployed or very low income earners and the community also has a low rate of 
children attending full-time primary school. Some areas have limited access to utilities and 
many landholders pay rent to live in the area. More established residents have gardens nearby 
but limitations on land have forced recent arrivals to plant their gardens outside the city.   
Blacksands is Port Vila’s largest and most established informal settlement. It is home primarily 
to inward migrants from the islands of Tanna, Pentecost and Paama, though Mecartney (2000, 
p71) notes that the area is unique among settlements in Port Vila for its heterogeneity; 
potentially owing to its longevity. The land is owned by residents of the nearby island of Ifira 
as well as politicians (Chung and Hill 2002, p19; Mecartney, 2000, pp.68-69) and 
consideration for residing on the land is either in the form of regular rental payments or votes 
to the landowner. Key informant interviews suggest that while some residents have been able 
to purchase land and have gained access to electricity, water and sanitation, most squatters do 
not have access to these utilities.  
In Luganville, Vanuatu’s second largest town on the island of Espirito Santo, households in 
two settlements were surveyed: Sarakata and Pepsi. These settlements are home to migrants 
from a range of nearby islands, including Malekula, Ambrym and Pentecost. Separated by the 
Sarakata River in the north of town, both communities are among the fastest-growing 
settlements in Luganville. However, their different beginnings continue to have modern-day 
implications: Sarakata grew mainly through political patronage and was included under the 
auspices of the Luganville Municipal Council, while Pepsi was largely comprised of informal 
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settlers (Chung and Hill, 2002, p20). The result is that Sarakata is reasonably well provisioned 
with electricity, drainage and sealed roads while Pepsi has limited access to most utilities.  
Mangalilu (and the nearby island of Lelepa) are situated in the northwest of Efate – the same 
island as the capital. While rural in nature and lacking in electricity, piped water and a 
secondary school, these communities have good transport links to Port Vila following the 
recent completion of the island’s ring road – a large US-backed infrastructure project 
undertaken by the Millennium Challenge Corporation (MCC). The road has increased income-
earning opportunities for the community, by facilitating residents’ commute to the capital for 
employment as well as opening up new tourism markets. In association with communities 
nearby, the residents of Mangalilu and Lelepa also own the land of the UNESCO World 
Heritage property of Chief Roi Mata’s Domain. Tours to this site have provided the 
community with a regular, albeit modest, source of income.  
The community of Hog Harbour is located 50 kilometres north of Luganville, with the two 
towns connected via the sealed East Santo Road – the only other sealed road in Vanuatu 
outside of Efate at the time of the survey. The community is rural and has ample access to land 
for gardening as well as for agricultural cash crops; most households are involved in the 
region’s primary export, copra. Many households also keep livestock. The sealed road provides 
the community with good access to the central markets in Luganville, which is also the 
location of Vanuatu’s largest copra mill. It also provides a direct link to inbound tourism that 
arrives via Luganville airport. The community also benefits from its proximity to the renowned 
Champagne Beach, which is promoted heavily in tourism brochures and is an occasional 
destination for large cruise ships. Selling handicrafts and trinkets to tourists provides 
households with an additional (and increasingly lucrative) source of income. The community 
has a primary school and health clinic, while there is a secondary school a short bus ride from 
the community.  
The community of Baravet, on the south west coast of Pentecost, is heavily engaged in cash-
crop farming, in particular kava and copra, which is shipped to the main markets in Port Vila 
and Luganville. Lebot et al. (1997, p184) note that around two thirds of all kava shipped 
domestically originated in Pentecost, and that farmers were rapidly transitioning away from 
growing kava as a garden crop and into more industrialised growing processes, with dedicated 
growing areas. The more recent 2007 Agricultural Census indicated that 37 per cent of all the 
kava plants grown in Vanuatu are in Pentecost – belying the island’s relatively small share of 
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the total rural population (10 per cent). A road runs from the community of Baravet to the 
island’s major airstrip in Lonorore, though at the time of the survey the road was intersected by 
a wide river with no bridge. This, in effect, meant that the community was isolated from the air 
strip and the considerable tourism associated with the nagol (the annual land-diving 
ceremonies that feature prominently in Vanuatu tourism brochures). It also meant that goods 
tended to be transported via ships. Key informants in the community reported that the reliance 
on external shipping, as well as on agents in major markets to negotiate prices for agricultural 
commodities, often meant that growers do not receive what they consider to be adequate 
compensation for their cash crops.    
In the far north of the Vanuatu archipelago are the geographically distant communities on the 
small island of Mota Lava in the Banks Islands. Households in these communities generally 
rely on subsistence farming and fishing as well as a small amount of copra for their economic 
livelihoods. The area was unique among the communities surveyed in that a number of 
households had sent members to New Zealand to participate in that country’s Recognised 
Seasonal Employer Program. Key informants suggested that this reflected the recent 
establishment of an employment agency servicing the Province. Most trade with the region 
occurs through via ships, which deliver consumer goods as well as transporting copra to the 
main processing centre in Luganville. However, with months often passing between ships, 
households resort to a semi-subsistence lifestyle when non-durable goods run out. Fish, caught 
in the nearby Reef Islands, are generally sold for local consumption. The island has a grass 
airstrip, though flights are only weekly and tourism is limited. High-value goods, such as 
lobsters and coconut crab, are sometimes exported by plane to high-end restaurants in the 
towns and provide households with occasional income. The airstrip is located on a part of the 
island where few people reside. A road links households to the airstrip though it is in serious 
need of repair and passes over a number of beachfronts. At the time of surveying there were 
only two vehicles on the island.  
2.4.2.  Communities in Solomon Islands  
The two settlements of White River and Burns Creek were surveyed in Honiara, the capital of 
Solomon Islands. White River is a large and densely populated settlement located in the west 
of the city. It is relatively established and has a mixture of permanent dwellings with access to 
electricity and temporary informal housing without electricity. Gardening land is, in general, 
limited. The community is renowned for including a broad mix of ethnicities, from most areas 
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of Solomon Islands as well as from as far away as Kiribati. Situated at the junction of Prince 
Philip Road – the city’s main thoroughfare that runs through from White River to Burns Creek 
– and feeder roads into the suburbs and the west coast of Guadalcanal, the area was once the 
location of a large betel nut market, though it was torn down several years ago by the local 
authorities. Since then a somewhat smaller informal market has reemerged with women 
peddling a mixture of goods, including betel nut, cigarettes, vegetables, fruit and barbequed 
meat for locals and passers-by.  
Burns Creek is a largely mono-ethnic settlement located about five kilometres outside the 
centre of Honiara on the Kukum Highway that connects Honiara to the airport in the east and 
beyond to the Guadalcanal Plains. It is a relatively new settlement, mainly housing Malaitans 
displaced during the recent ethnic conflict known as “The Tensions”. The community is 
somewhat more rural in character and less densely populated than White River, with relatively 
ample space for gardens. At the time of the research the settlement had no access to mains 
electricity. The community has been characterised by high unemployment, gangs, and, 
sometimes, violent crime (Romer and Renzaho, 2007). According to UN-Habitat (2012) the 
security situation in Burns Creek has had adverse repercussions for the local economy, 
inhibiting business investment, tourism and local employment. 
Auki is the provincial capital on the most populous island of Malaita and is the country’s 
second largest town. The two settlements visited, Lilisiana and Ambu, sit on the north and 
south side of Auki harbor, respectively. Reasonably similar in character, both villages 
comprise people from Langa Langa Lagoon in the chain of artificial islands along the southern 
region of Malaita. Both communities are pressed up hard up against the coast with a number of 
dwellings on stilts in mangroves that flood with the high tide. Houses are also built on artificial 
lagoons made with coral and stone. Selling fish in the local market and employment in the 
businesses in town are the main sources of households’ income. Both communities have 
particularly poor access to water and sanitation and low connectivity to electricity. At the time 
of the research a land dispute was preventing households in both communities from accessing 
land to plant crops; leaving only the reef as a source of subsistence food and income for some 
households. Lilisiana has no fresh water source and relies on piped water, though Ambu has a 
spring. At the time of the research unpaid water bills had resulted in the utility provider cutting 
off supply in Lilisiana (Solomon Star, 2013). Households in Lilisiana were therefore paddling 
across the harbor to access fresh water in Ambu.  
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The Guadalcanal Plains are situated around 30 kilometres to the east of Honiara. The resident 
communities have good access to Honiara via the sealed Kukum Highway, which regularly 
services buses and transport. Located in a relatively flat and dry part of the island conditions in 
the Plains are conducive for agriculture, which explains why the area has been the major 
growing and processing region of palm oil in Solomon Islands since the 1970s. Farming of 
other cash crops such as copra and cocoa is also prominent. Presently the Guadalcanal Plains 
Palm Oil Limited (GPPOL) company is the dominant source of economic activity in the 
region. It has been operating in the area since 2005 when it began rehabilitating the mill 
following its abandonment in 1999 during “The Tensions” and has been cited as an example of 
successful large-scale investment in the country (Allen et al. n.d.). Households have benefited 
financially from the production of palm oil: some households receive regular income from 
leasing their land to the company, or by being employed on the major estates, while other 
households have opted to become out-growers and sell the palm fruit to the GPPOL operations 
at market prices (Fraenkel et al. 2010). The shift to outgrowing has been credited with 
facilitating the rapid expansion of palm oil production and growth in household disposable 
incomes in line with rising palm oil prices (Allen, 2008).  
The communities of Oa and Mariuapa are both broadly located on the Weather Coast on the 
south east corner of Guadalcanal. AusAID considers the Weather Coast “perhaps the most 
disadvantaged area of [Solomon Islands], with little opportunity apart from a precarious 
subsistence in a difficult environment” (Jansen et al. 2006, p17). Located on the windward side 
of the island, communities are caught between the steep and rugged terrain of the Guadalcanal 
mountain range and the fierce Solomon Sea and receive regular heavy rains. Communities are 
very isolated, with limited links to larger population centres and markets. Livelihoods are 
almost entirely subsistence oriented except for a small amount of cash-crop and livestock 
production. The region relies almost entirely on shipping for trade and transport however boat 
arrivals are infrequent and inhibited by the volatile seas and the lack of structural wharves on 
the coast. Small outboard motorboats are therefore required to patrol the coast and brave rough 
seas to move goods by landing at small “ports of call” (jetties and beach landings) in each 
community (SIMPGRD, 2001, p17). 
The villages around Malu’u, about 80 kilometres north from Auki in North Malaita, were also 
surveyed. A densely populated area, with a population of around 4,300, it is one of only three 
sub-stations for the Malaitan Provincial Government. It is relatively well provisioned with 
public services including a hospital, schools, a central market and a jail (GOS 2011, MPGRD, 
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2001). Malu’u is also renowned as being a center for agriculture production in Malaita, being 
one of the larger sources of copra and cocoa. In terms of its proximity to the country’s second 
city and its involvement in copra farming and livestock, Malu’u is similar to Hog Harbour in 
Vanuatu. However, unlike Hog Harbour, transport access to the main markets in Auki is 
severely impeded by the very poor quality of the road which is prone to flooding and coastal 
erosion. The community also has access to hydroelectricity infrastructure, though it been 
sitting dormant since “The Tensions”. 
The small communities on the east coast of the geographically remote island of Vella Lavella 
in the Western Province were surveyed. The region is approximately a 90 minute outboard 
motor boat ride from the country’s third largest town Gizo. Households all have access to 
gardening land, though gardens are set well back from the coast and a considerable walk from 
where most people live because of the poor soil quality near the water (Woodley, 2002). All 
goods and people are transported to Gizo via small boats and women often make the trip and 
stay for several days at a time to sell fresh produce in order to purchase consumer goods, 
including rice. Some households are engaged in copra and cocoa and livestock production, 
however the cost of transporting goods by sea to larger markets and the multiple points of 
handling between Vella Lavella and Honiara undermine the economic returns. The community 
has one general store and the island is provisioned with both a secondary school and a health 
clinic, though both are approximately an hour’s walk for the communities involved in this 
research.  
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CHAPTER III - MULTIDIMENSIONAL POVERTY IN 
VANUATU AND SOLOMON ISLANDS  
 
3.1. Introduction 
In its common economic usage, poverty refers to a level of material well-being below a 
minimum acceptable threshold. Against this backdrop, poverty measures identify who is poor 
and aggregate this information into a summary statistic. Poverty measures are also a central 
feature of vulnerability analyses, given that vulnerability is usually couched in terms of the 
likelihood of falling into poverty in the future (see Chapter 6). The accurate measurement of 
poverty is therefore of critical importance for the effective targeting of social protection 
policies – both in terms of alleviating the current incidence of poverty as well as preventing it 
from occurring in the future.  
Poverty is ordinarily measured against a benchmark of the monetary resources needed to 
maintain a minimally-acceptable standard of living. Across most developing countries this 
benchmark is the extreme poverty line. Fixed at the local-currency equivalent of US$1.25 per 
day, this provides a consistent and objective assessment of those that lack the financial 
wherewithal to meet their most basic human needs.  
However, poverty in PICs, including Vanuatu and Solomon Islands, is somewhat different to 
that observed in other developing country contexts. In particular, there is little of the abject 
destitution and hunger that is typically attendant with extreme monetary poverty.  
Yet while extreme poverty may not resonate in the Pacific context, a variety of human 
development metrics suggest that living conditions in PICs are on par with some of the world’s 
poorest countries. Reflecting this, poverty and disadvantage in the region has been re-
characterised in terms of relative “hardship” (Abbott and Pollard, 2004, pxi). This view has 
been widely accepted in the region and even operationalised in national poverty lines, which 
are tailored to reflect the cost of a minimally nutritious diet plus basic non-food needs in 
different locations, rather than being a standardised measure of absolute destitution.  
However, the current national poverty lines of Vanuatu and Solomon Islands have also been 
criticised for misrepresenting the geographical distribution of poverty between urban and rural 
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areas (Narsey, 2012). By continuing to use money as the relevant proxy for well-being, these 
measures are unlikely to fully account for key non-market production and exchange that 
underpins households’ livelihoods and the fact that markets for essential services are 
sometimes altogether missing. Each of these issues is particularly pertinent in rural areas.  
The puzzle between the lack of observed extreme destitution on the one hand and the low 
levels of human development on the other, as well as the distinctiveness of rural and urban 
areas, casts doubt on the suitability of unidimensional, monetary-based measures to accurately 
identify poverty in the Melanesian context.  
This chapter argues that multidimensional measures that directly focus on human capabilities 
and functioning may instead be better attuned to measuring poverty in Vanuatu and Solomon 
Islands and comparing living standards in urban and rural areas. It tests this by using 
information from a single survey of households in both countries to replicate the 
Multidimensional Poverty Index (MPI) – a widely-used non-monetary measure of household 
poverty devised by Alkire and Foster (2011a). This marks the first time that the MPI is 
reported for Solomon Islands and the first time that the measure has been reported at the sub-
national level in either country.  
In addition to identifying the incidence, depth and geographical distribution of MPI poverty in 
Vanuatu and Solomon Islands, this chapter makes a further contribution by tailoring the MPI to 
suit the local Melanesian context. The resultant Melanesian MPI (MMPI) arguably provides an 
even more accurate perspective on household poverty given that it explicitly incorporates 
important information on unique Melanesian aspects of well-being that are overlooked in the 
standard MPI measure.  
The rest of this chapter proceeds as follows: Section 3.2 explores the literature on poverty and 
the Pacific as well as the multidimensional poverty measures; Section 3.3 calculates the MPI 
for each of the twelve communities surveyed, before calculating an MMPI; Section 3.4 then 
discusses the results; and Section 3.5 concludes.  
3.2. Literature review 
3.2.1. Poverty measures and their applicability to PICs  
Poverty is generally considered to be a level of material well-being below a level that society 
deems to be a reasonable minimum standard at a point in time (Ravallion, 1992). In other 
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words, it represents the minimal acceptable level of economic participation in a given society 
(Hagenaars and De Vos, 1988; Ray, 1998). Operationally, poverty tends to be measured in 
monetary terms (usually income or consumption).32 Two key assumptions underpin monetary-
based assessments of well-being: firstly, that money is a universally convertible asset that can 
be translated into satisfying an individual’s needs; and secondly that monetary well-being is 
strongly correlated with other dimensions of well-being (Ataguba et al. 2013). Alkire and 
Santos (2013) characterise such monetary-based approaches as being an “indirect” poverty 
measurement, and juxtapose these with more “direct” poverty measures that focus on the 
actual failures of the poor to meet minimum standards of living. Chambers (2007) notes that 
while poverty measures tend to be reductionist and non-contextual, they nonetheless appeal to 
policymakers because of their simplicity, and the fact they can be quantified and compared 
across time and space.33 
Speaking about poverty measures in general, Haughton and Khandker (2009, pp. 3-4) suggest 
that there are at least four important reasons why the quantification of poverty is important. 
Firstly, a credible measure of poverty can be a powerful instrument for focusing the attention 
of policymakers on the living conditions of the poor. That is, without an explicit measure of 
poverty, the poor and disenfranchised risk being statistically invisible. Secondly, in order to 
target poverty alleviation policies, one must know who and where the poor are. Thirdly, 
poverty analyses are central to evaluating the success of policies and programs designed to 
help poor people. Fourthly, poverty measures provide an important benchmark for gauging the 
success of international undertakings, such as the MDGs.  
The accurate measurement of poverty is also important from the perspective of assessing 
household vulnerability. To the extent that vulnerability assessments typically focus on the 
likelihood of a household becoming poor in the future, or remaining in poverty if already poor, 
an accurate and consistent indicator of what poverty represents in a given context is an 
essential feature of a credible vulnerability estimate – this is the focus of Chapter 6.  
The World Bank also notes that quantifying poverty provides policymakers with information 
on the spatial distribution of well-being. In the 2009 edition of its World Development Review 
devoted to the topic, the World Bank opined that the concept of economic geography can 
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 In developing countries, consumption is generally preferred over income as a measure of well-being, given the inherent difficulties of 
measuring income as well as the fact that income is often derived from domestic agriculture (Haughton and Khandker, 2011, p190). 
33
 Qualitative participatory approaches using information on peoples’ lived experiences are also used to characterise poverty (Chambers, 
2007). While these approaches have been prominent in anthropological literature and are used extensively by civil society to contextualise 
poverty, quantitative economic approaches remain dominant and, as such, are the focus of this analysis. 
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explain why economic activity (and poverty) is seldom balanced within or across regions. In 
particular, at the early stages of development, distance to markets and infrastructure and 
service hubs – i.e. “the ease, or difficulty, for goods, services, labor, capital and ideas to 
traverse space” is a key driver of the spatial distribution of poverty within countries and 
regions (2009, p75).34 In this sense, the authors argue that accurately measuring poverty is an 
important first step in the spatial calibration of anti-poverty policies, which can be a critical 
factor in reducing inequality between regions and speeding up convergence in living standards.  
Sen (1976) notes that there are two primary dimensions to a credible poverty measure: being 
able to identify the poor amongst the total population, and then being able to aggregate that 
information into a meaningful measure. Thus, in any given context it is of critical importance 
that a poverty measure is able to accurately determine who is poor. As stated above, this is 
usually defined relative to a pre-existing benchmark for sustaining a minimally acceptable 
standard of living, known as a poverty line. Poverty lines can be considered in both absolute 
terms (where the line is fixed in terms of the living standards indicator and fixed over the entire 
domain of the poverty comparison) as well as in relative terms (where the line is tailored to suit 
the relevant context and can be revised as circumstances change) (Ravallion, 1992, p25).  
Absolute poverty measures are more widely used in developing countries. In large part this 
reflects the prevalence of objective levels of destitution in these contexts (Ravallion, 1992) and 
the fact that absolute poverty benchmarks are so low as to make them meaningless in 
developed countries (Narsey, 2012). For instance, the most prominent absolute poverty 
measure is the international poverty line of US$1.25 per day, measured in the local currency 
using Purchasing Power Parity (PPP) rates (Chen and Ravallion, 2010). The authors calculate 
this as the mean of the national poverty lines of the 15 poorest countries in terms of 
consumption per capita.35 Insofar as this represents the poorest of the poor, and characterises 
abject destitution and the deprivation of the most basic human needs, it provides an 
internationally comparable measure of extreme poverty and an important MDG target 36  
However, across most PICs, including Vanuatu and Solomon Islands, the abject destitution that 
is often attendant with extreme monetary poverty is rare. This has generally been attributed to 
the predominance of domestic food cultivation and the entrenched informal safety nets that 
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 Distance, in this context, is an economic rather than Euclidean (spatial) concept. 
35
 This represents an update on the original work calculating an international poverty line by Ravallion et al. (1991) who estimated a poverty 
line of consumption level of $31 per month in 1985 US dollars (PPP). This was considered by the authors to be a representative poverty line 
for low income countries, and thus of “extreme poverty”. This became known as the $1-a-day poverty line.  
36 Target 1a of the MDGs is to halve, between 1990 and 2015, the proportion of people whose income is less than $1, in purchasing power 
parity (PPP) terms, a day. 
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ensure resources are distributed to those who need them (Abbott and Pollard, 2004). Indeed the 
combination of fertile lands, the centrality of domestic agriculture in diets and the lack of 
outright destitution have led a number of authors to conclude that households in PICs are the 
beneficiaries of “subsistence affluence” (PIFS, 2012; UNESCAP, 2004). Initially coined by 
Fisk (1971) to describe the economic circumstances of rural farmers in PNG, the term has been 
broadened to include other parts of Melanesia and refers to subsistence producers having 
ample endowments of environmental resources and the ability to selectively apply labor to 
produce as much as is needed whenever they require it.   
However, “subsistence affluence” is a contested term. Cox et al. (2007, p4) contends that it 
underpins households’ resilience and provides security against material hardship and social 
unrest – though they acknowledge that this is limited to rural regions. In contrast, Morris 
(2011, p4) argues the term is based on “narrow” evidence and questions whether it had any 
empirical validity to begin with. Similarly, Jayaraman (2004, p3) contends that the term has 
been “much romanticised” in the region, despite being inconsistent with restricted availability 
and access to basic infrastructure services and disparities in incomes. Morris (2011, p4) further 
notes the stark contrast between “subsistence affluence” and the “appalling results in social 
indicators” that are evident in many PICs. Indeed, despite having relatively low rates of 
extreme poverty in a monetary sense, both Vanuatu and Solomon Islands share a number of 
other official development characteristics with countries where extreme poverty is prevalent. 
According to the UN’s HDI Vanuatu ranks amongst the poorest third of all countries and 
Solomon Islands amongst the poorest quarter – with the latter considered to have “Low Human 
Development”. Pockets of malnutrition and hunger, while rare, are also known to exist (MICS, 
2007) and neither country is on track to meet all of its MDG commitments (PIFS, 2013).37 
Moreover, the considerable structural shifts being wrought by increasing urbanisation and 
monetisation in Vanuatu and Solomon Islands means that any “subsistence affluence” that did 
exist has arguably become redundant for many households (see Chapter 4 for a detailed 
discussion of these structural shifts). 
The upshot is that the term “hardship” has emerged to describe a level of well-being below a 
socially acceptable level in Vanuatu and Solomon Islands. The term originates from the 
seminal Participatory Assessments of Hardship (PAH) study carried out by the ADB in 
communities in a number of PICs. The results indicated that disadvantage in PICs is best 
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 Though Vanuatu is on track to meet its Target 1a – to  “halve, between 1990 and 2015, the proportion of the population living below the 
basic needs poverty line” (emphasis added) (PIFS, 2013) 
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characterised as “inadequate levels of sustainable human development through access to 
essential public goods and services and access to income-earning opportunities” (Abbott and 
Pollard 2004, pxi). The authors go on to note that poverty, in this context, “is generally viewed 
as a lack of or poor services like transport, water, primary health care, and education. It means 
not having a job or source of steady income to meet the costs of school fees and other 
important family commitments” (2004, p3).  
To some extent the results of the PAH square the circle between the lack of extreme monetary 
poverty and the low levels of human development in PICs. Accordingly, the study has been 
instrumental in shaping the characterisation of poverty in the region. “Hardship” has emerged 
as the accepted definition of Pacific poverty; being reflected in the way that countries 
themselves characterise the term as well as the way it is measured.38 Many PICs, including 
Vanuatu and Solomon Islands, now estimate national poverty according to a “basic needs 
approach” (GoV, 2008; GoSI, 2008). Indeed the Pacific is unique in that basic needs poverty 
has become the relevant benchmark for assessing progress toward achieving the poverty 
targets in the MDGs, rather than extreme poverty (PIFS, 2011).39 The basic needs poverty line 
(BNPL), upon which poverty estimates are based, is defined as a “relative measure of hardship 
that assesses the basic costs of a minimum standard of living in a particular society and 
measures the number of households, and the proportion of the population that are deemed not 
to be able to meet these needs” (GoV, 2008, pii).  
The BNPL, therefore, provides a practical way to describe the unique characteristic of 
“hardship” in Vanuatu and Solomon Islands – though it remains firmly ensconced in the 
tradition of measuring well-being in monetary terms. Poor households are identified as those 
with insufficient monetary resources to meet their minimum dietary requirements as well as 
their basic non-food needs (such as shelter, health care, education, clothing, transport and 
cultural obligations) (GoSI, 2008, pp10-11).40 Poverty estimates are separately obtained for 
capital cities, non-capital city metropolitan regions and rural areas, with the respective BNPLs 
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 At the 2010 Pacific Island Forum Meeting in Port Vila, Forum countries released a communique that has since become known as “The Port 
Vila Declaration” that touched on the applicability of poverty measures to PICs. Speaking at the release of the Declaration, Secretary General 
of the Pacific Islands Forum Secretariat, Tuiloma Neroni Slade, noted that “searching for an accepted definition of poverty in the Pacific has 
been problematic, as international norms of poverty fail to account for cultural social safety nets and subsistence lifestyles prevalent in the 
region. Poverty, or hardship, in the Pacific has therefore been defined as inadequate access to basic services such as health and education, as 
well as inadequate access to income opportunities” (Slade, 2011).   
39
 Morris (2011, p6) also notes that in practice, the $1.25 a day poverty measure is not calculated for many PICs because of a lack of PPP data.  
40
 Strictly speaking, the BNPL is the combination of two poverty lines, the Food Poverty Line (FPL) which is the cost of a minimally-
nutritious, low-cost diet which delivers a minimum of 2,100 calories (Kcal) per day and a Non-food Poverty Line (NFPL) line which is the 
cost of essential non-food items. Haughton and Khandker (2009) acknowledge there is disagreement in the precise method for calculating the 
BNPL as well as a number of practical challenges, including accounting for differences in preferences between rural and urban residents, as 
well as relative prices between food and non-food items.  
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calculated to account for the differences in respective livelihood activities and the varying 
costs of basic needs.  
3.2.2. Alternative measures of poverty in the Pacific context – the role for 
multidimensional poverty analyses  
While conceptualising poverty in terms of inadequate financial resources is intuitively 
attractive, generally comparable, and widely used, it has become increasingly acknowledged 
that it is not the only way to understand poverty. Instead, as Sen (1999, p20) notes, income-
based measures are necessary but incomplete and “the role of income and wealth … has to be 
integrated into a broader and fuller picture of success and deprivation”. In fact, through his 
scholarship over several decades, Sen has been instrumental in shifting the conceptual 
understanding of poverty. He argues that an individual’s well-being reflects their capability to 
function effectively in society, and that while this may include a certain minimum level of 
material resources it is also likely to include access to adequate education, health status, power 
to make choices, and rights such as freedom of speech – none of which are adequately captured 
by income alone (Sen, 1985; 2000).41 Moreover, Sen noted that there are a number of practical 
limitations to measuring poverty solely in terms of a minimum level of income, for instance, 
heterogeneity in consumption preferences and prices, instability in relative prices and the fact 
that markets for essential services such as health, education and water are often missing in low 
income contexts (Sen, 1981).  
More broadly, Alkire (2011, p2) notes that poverty measures that are confined to any single 
space, such as income or consumption, risk abstracting from the multiple, yet individually 
important, levels of deprivations that can adversely affect poor individuals. She cites the 
observed empirical mismatch between income measures and key social indicators, such as 
health, education (and even happiness) in developing countries as an example of the inability 
of unidimensional monetary measures to convey information on broader, and often 
multidimensional, layers of well-being.  
In addition to these conceptual shifts in the characterisation of poverty, there are also practical 
reasons why broadening the scope of poverty beyond monetary metrics may have merit in 
Vanuatu and Solomon Islands. In particular, both countries are dominated by rural livelihoods 
with a high level of subsistence production and sporadic small-scale peddling of surplus 
produce in local markets, as well as traditional economic systems in which distribution and 
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 This has become known as “Sen’s capabilities approach” (IEP, 2014).  
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exchange are determined by social mores (Sillitoe, 2006; Regenvanu, 2009; GoSI, n.d.). The 
Government of Vanuatu (GoV, 2008) acknowledged the difficulty in estimating the value of 
such unrecorded economic activity and suggests it may be missed entirely in some instances. 
Jerven (2013) echoes this point, arguing that such measurement challenges can cast doubt on 
the accuracy of GDP per capita estimates in developing countries more broadly. 
The propensity of income-based measures to mis-specify poverty in Melanesia is highlighted 
by Narsey (2012, p25) who argues that the 2009 basic needs poverty assessment in Vanuatu 
paints an “incongruous” picture of poverty. He argues that the findings of that analysis, which 
indicates that the incidence of poverty is three times higher in urban areas than in rural areas, is 
inconsistent with the relatively lower living standards observed in rural areas and the continued 
strong patterns of rural-to-urban migration.42 Clarke (2007, p2) draws a similar conclusion in 
Solomon Islands, noting that the concentration of basic needs poverty in urban areas is 
inconsistent with the substantially lower living standards of rural households when measured 
in terms of housing quality, energy used for cooking, and access to electricity, water and 
sanitation. Cox et al. (2007) use qualitative information to suggest that, in urban areas of 
Vanuatu, a new kind of poverty may be emerging that closely parallels the experience of 
extreme poverty, which would be consistent with the relatively high rates of urban published 
poverty statistics. However, they limit this to urban migrants living in settler communities in 
Port Vila. Nevertheless, Narsey (2012) stresses the importance of accurately measuring the 
spatial distribution of poverty given that misrepresentations can have significant implications 
for the allocation of poverty alleviation resources, and risks creating a perverse cycle where 
already poor sectors are deprived while standards in less-poor areas are further improved. 
3.2.3. Alternative approaches to poverty measurement: the Multidimensional 
Poverty Index (MPI)  
In response to Sen’s work, as well as that of a number of other influential authors,43 there has 
been increased interest in the development of non-monetary measures of poverty that account 
for the multidimensional nature of well-being (Kakwani and Silber, 2008). Stiglitz et al. (2008, 
pp.15-16) suggest that measures that account for the joint distribution of the different domains 
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 Narsey (2012) argues that while the methodology used to calculate the BNPL attempts to account for the relatively cheaper per calorie costs 
of food in rural areas, and lower housing costs, it ignores the fact that the costs of all other purchased items are higher in rural areas. The 
approach also fails to account for the differences in food composition, and nutritional quality, between urban and rural areas. The result, 
Narsey argues, is that the FPL and, by implication, the BNPL, are underestimated in rural Vanuatu (and overestimated in urban areas) resulting 
in an inappropriately low level of poverty in rural areas (and an inappropriately high level in urban areas). 
43
 This includes Nussbaum’s work on central human capabilities (Nussbaum, 1988; 1992; 2000), Doyal and Gough’s intermediate human 
needs (Doyal and Gough, 1991) and Narayan et al. (2000) on axiological needs, among many others.  
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of well-being are critical to developing policy and thus recommend that they be included in 
poverty analysts’ toolkits. UNICEF (2012) acknowledged the importance of multiple 
deprivations in their analysis of child poverty in Vanuatu, which was part of a broader global 
study into child poverty. In addition to relying on income-based measures of basic needs 
poverty, the report included a measure of absolute poverty, which implied a child was exposed 
to two or more severe deprivations (across shelter, sanitation, drinking water, information, 
food, education and health). However, they stopped short of aggregating this information into a 
formal index. 
At the international level, as relevant data has become increasingly available, there has been a 
gradual shift toward capturing multidimensional aspects of well-being in a single index. The 
three most significant developments in assessing multidimensional well-being that have 
emerged include: the HDI, the international community’s commitment to the MDGs and the 
recently devised MPI.  
This thesis concentrates on the household-level measure of poverty, the MPI, and its 
applicability to Vanuatu and Solomon Islands. A number of features of the MPI make it 
potentially well suited to identifying poverty in these countries. The MPI is probably the most 
prominent of recent international efforts to reorient household poverty assessments beyond the 
monetary domain and account for the multidimensionality of well-being.44 It is certainly the 
most widely applied, having now been estimated for 109 countries (accounting for 79 per cent 
of the global population), with the results published annually alongside the HDI in the UNDP 
Human Development Report (HDR) since 2010 (UNDP, 2010). Vanuatu was included in this 
list in 2011 (though only at an aggregate country level) using information drawn from the most 
recent Multiple Indicator Cluster Survey (MICS, 2007). Data limitations mean that no such 
estimate currently exists for Solomon Islands. Based on an approach devised by Alkire and 
Foster (2011a), the MPI represents an important departure from unidimensional monetary-
based poverty measures. It is also distinguishable from the HDI in that the MPI is focused on 
households, it includes more indicators, and eschews any explicit measure of income (the HDI 
is usually calculated at a country level using macro-level data: life expectancy, years of 
schooling and GNI per capita). Further, while the HDI was intended to be used to measure the 
overall progress of a country’s development, the MPI is concerned exclusively with a 
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 There is no shortage of possible approaches and methodologies that have been utilised in this endeavour. Measures using the techniques of 
information theory (Deutsch and Silber, 2005), fuzzy set theory (Lemmi and Betti, 2006), latent variable analysis (Kakawani and Silber, 
2008), multiple correspondence analysis (Asselin and Tuan Anh, 2008), alternative counting approaches (Subramanian, 2007), alternative 
axiomatic approaches (Bossert et al. 2007), and dominance theory (Duclos et al. 2006) have all been suggested or applied. 
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particular segment of the population, namely the poor, and thus excludes information about the 
non-poor (Alkire and Santos, 2010, p10).  
In its reduced form, the MPI is calculated in a given region using the following formula: 
 MPI = H x A 3.1 
where H is the headcount or the percentage of people who are identified as multidimensionally 
poor and A is the average intensity of poverty amongst the poor. The MPI is an absolute 
measure of poverty, and is therefore useful for inter-temporal and inter-spatial comparisons of 
poverty. The headcount measure (H) is akin to the widely-known and intuitive headcount 
poverty ratio introduced by Foster et al. (1984). It therefore has the advantage of being easy to 
communicate and allows for comparisons with existing poverty measures.45 The inclusion of 
the average intensity (A) ensures that the MPI simultaneously concerns itself with identifying 
the incidence of poverty as well as the depth of the deprivation being experienced.  
The MPI includes information on ten indicators of well-being, which are grouped into three 
equally-weighted dimensions (health, education and a non-monetary standard of living). Eight 
indicators are directly based on the MDGs (Alkire and Foster, 2010, p8). By linking the MPI 
with the MDGs, Alkire and Santos (2013, p19) consider the measure to be an “acute measure 
of poverty conveying information about those households that do not meet internationally 
agreed standards in multiple indicators of basic functions, simultaneously”. The implicit 
assumption is that individuals within a household share deprivations.46 Table 3.1 provides the 
dimensions, indicators, deprivation thresholds and weights for the MPI as it is reported in the 
HDR.  
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 Alkire and Santos (2010, p30) find that the MPI headcounts fall between $1.25 and $2.00/day headcounts. The authors cite this as 
justification that the MPI is broadly comparable with existing poverty measures. 
46
 For example, with years of schooling, if the household has at least one adult that has successfully achieved five years of schooling, the 
household, and all the individuals within it, are considered to be non-deprived. Alkire and Santos (2010, pp.13-14) acknowledge that while this 
does not capture quality of education, nor the knowledge attained, it is a robust and widely-available proxy of the functionings that require 
education – literacy, numeracy and comprehension of information. The authors then draw on the notion of effective literacy from Basu and 
Foster (1998) to suggest that all household members benefit from the abilities of a literate person in the household. Gibson (2001) estimates 
that the size of this intra-household externality in PNG is 0.76 – that is, an illiterate person living with a literate person reaps 76 per cent of the 
benefits of a fully literate person. 
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Table 3.1: Multidimensional Poverty Index (MPI) 
Dimensions, indicators, deprivation thresholds (weights in parentheses)  
Dimension 
(weight) 
Indicator 
(weight) Deprived if… Related to 
Health 
(1/3) 
Child mortality 
(1/6) Any child has died in the family.  MDG 4 
Nutrition 
(1/6) 
Any adult or child for whom there is nutritional 
information is malnourished.* MDG 1 
Education 
(1/3) 
Years of 
schooling 
(1/6) 
No household member has completed five years of 
schooling.  MDG 2 
School 
attendance 
(1/6) 
Any school-aged child is not attending school in years 
1 to 8.  MDG 2 
Standard of  
living 
(1/3) 
Electricity 
(1/18) The household has no electricity.   
Sanitation 
(1/18) 
The household´s sanitation facility is not improved 
(according to the MDG guidelines**), or it is improved 
but shared with other households. 
MDG 7 
Water 
(1/18) 
The household does not have access to clean drinking 
water (according to the MDG guidelines**) or clean 
water is more than a 30 minute walk from home. 
MDG 7 
Floor 
(1/18) The household has dirt, sand or dung floor.  
Cooking fuel 
(1/18) The household cooks with dung, wood or charcoal.  MDG 7 
Assets 
(1/18) 
The household does not own more than one of: radio, 
TV, telephone, bike, motorbike or refrigerator, and does 
not own a car or truck. 
MDG 7 
*A proxy measure was used for this indicator in the research. A household is identified as deprived if they answered in the affirmative to the 
question “Did you or any other adults in the house not eat food for an entire day because there wasn’t enough money to buy food?” 
** See WHO/UNICEF (2010) for more details.   
Source: Alkire (2011). 
Poor households are identified using a dual cut-off method. The first cut-off is an indicator-
specific cut-off, which identifies whether a household is deprived with respect to each 
individual indicator. For example if a household has no electricity then it is considered 
deprived in the electricity indicator. This is consistent with the argument that a 
“multidimensional approach to poverty defines poverty as a shortfall from a threshold on each 
dimension of an individual’s well-being” (Bourguignon and Chakravarty, 2003, p25). The 
second poverty cut-off draws on the “counting” approach to multidimensional poverty, 
espoused by Atkinson (2003), in which households are allocated scores based on the number of 
indicators in which they fall below the respective threshold. Using the weights that are 
allocated to each indicator, a household’s deprivation score is calculated as the weighted sum 
of its deprivations. A household is then considered MPI-poor if its deprivation score is greater 
than a critical threshold. Alkire and Foster (2011a, p483) acknowledge that the choice of this 
poverty cut off “reflects a judgement regarding the maximally acceptable multiplicity of 
deprivations” and that different policy goals could also influence the cut-off choice. The MPI 
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statistics reported in the annual HDR are based on one specific interpretation, in which a 
household is identified as poor if its weighted deprivation score is greater than or equal to one 
third (0.33). 
According to Alkire and Foster (2011a) a key advantage of identifying the poor on the basis of 
the dual cut-off method is that it militates against the extremes of either the “union” or 
“intersection” methods for identifying multidimensional poverty. The “union” method 
identifies a household as poor if it is deprived in any single dimension of poverty while 
according to the “intersection” method a household is poor only if it is deprived across all 
dimensions. Datt (2013) criticises the dual cut off approach, suggesting that it violates the 
transfer axiom, in that a regressive transfer within a single dimension (i.e. from a relatively 
poorer household to a relatively richer household) can decrease poverty.47 He advocates, 
therefore, for the union approach which obviates this issue and captures the “essentiality” of all 
deprivations.48 Nonetheless, by basing the dual cut-off on the counting approach, the MPI 
builds on a long history of empirical implementation (see Mack and Lansley, 1985; Gordon et 
al. 2003) and provides a nuanced assessment of poverty. To illustrate, Alkire (2011) shows that 
when applied to the entire sample of countries for which an MPI estimate is available, the 
union and intersection methods yield average poverty rates of 58 per cent and 0 per cent, 
respectively; whereas the MPI, using the dual cut-off of one third, indicated poverty was 38 per 
cent.  
While the dual cut-off method addresses Sen’s criteria for a credible poverty measure in that it 
is able to identify the poor amongst the total population, it is not sufficient as a measure of 
multidimensional poverty. In particular, it fails a key axiom of dimensional monotonicity. 
Alkire and Foster (2011a, p479) explain this intuitively as “if poor person i becomes newly 
deprived in an additional dimension, then overall poverty should increase”. However, 
headcount measure of MPI is insensitive to a poor household becoming deprived in an 
additional dimension.49 The inclusion of the average intensity component (A), which measures 
the cumulative sum of deprivations in which the average poor household is deprived, addresses 
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 The axiomatic approach to characterising the necessary properties of poverty measures was pioneered by Sen (1976).  
48
 Datt (2013) also argues that MPI measures could account for cross-dimensional convexity in which greater weight is given to the 
multiplicity of deprivations of a household; thus reflecting the welfare cost of compounding deprivations and the reinforcing nature of 
multidimensional poverty.  
49
 Put another way, a poor household can never be made non-poor by an improvement in a non-deprived indicator, while a non-poor household 
can never be made poor by a decrease in an already deprived indicator.  
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this shortcoming. It ensures that if a poor household becomes deprived in an additional 
dimension then overall poverty will increase (Alkire, 2011).50  
The MPI, therefore, has a number of important characteristics that make it particularly useful 
for poverty measurement in Vanuatu and Solomon Islands. By focusing directly on 
households’ actual deprivations it means that money is not relied upon as the proxy measure of 
well-being. That the MPI also represents a reorientation toward Sen’s (1993) view that poverty 
is a deprivation of human capabilities and uses indictors with explicit links to internationally-
agreed standards of living means it also has sound theoretical foundations and policy 
relevance. Further, the fact that the MPI focuses on the joint significance of multiple 
deprivations means that it identifies households that fail to reach the minimum standards in 
several indicators at the same time – a task that tends to be beyond unidimensional 
perspectives of poverty. 
In addition, the MPI provides a richness of information that eludes existing poverty statistics. 
Data for the MPI is sourced from a single survey, which links each indicator to a single 
household. This represents an important departure from some of the more commonly used 
instruments to ascertain well-being in Vanuatu and Solomon Islands, which are based on 
aggregated survey data from HIES, Censes and Demographic Health Surveys. Crucially, from 
the perspective of examining the importance of economic geography on poverty in Vanuatu 
and Solomon Islands, the MPI can also be decomposed into regional sub-groups. It can also be 
broken down to highlight which dimensions of poverty are most severe for the entire 
population or any sub-group.  
The MPI is not without its detractors. Rippin (2011) argues that the measure fails to account 
for the correlation between indicators. Ravallion (2010) also criticises the MPI from a number 
of flanks, including the arbitrary assignment of weights to its components and the lack of an 
explicit linkage to conceptual analysis. More broadly, Ravallion argues that scalar indices of 
well-being, such as the Physical Quality of Life Index (PQLI) (Morris, 1979), the HDI and the 
MPI are opaque, have hidden costs and downside risks that can lead to the distortion of poverty 
alleviation policies.51 While he acknowledges that poverty is multidimensional, he argues that 
the conflation of information from various sources into a single number is often determined by 
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 This is in addition to satisfying a number of other key axiomatic properties of multidimensional poverty measurement. These include 
replication invariance, symmetry, poverty focus, deprivation focus, weak monotonicity, non-triviality and weak re-arrangement (Alkire and 
Foster, 2011a).    
51
 Ravallion borrows a web term, “mashup”, to describe these indices and cites other examples that collapse various data into a composite 
without an explicit link to theory or practice, including the Economic Freedom of the World Index, the Worldwide Governance Indicators, 
Ease of Doing Business Index, and the Environmental Performance Index. 
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data availability rather than a clear conceptual framework. In the case of the MPI he suggests 
that the weights used to aggregate deprivations lack the conceptual clarity regarding the 
marginal rates of substitution between deprivations that are ordinarily discerned from relative 
prices. He proposes, instead, a “dashboard approach” to multidimensional poverty, in which all 
indicators are considered in stand-alone terms, rather than in a single index (p247).  
In response, defenders emphasise that the MPI has strong theoretical roots and is transparent in 
its construction. OPHI (n.d.) link the MPI directly to Sen’s capabilities approach and justify 
tracking each indicator separately since each represents an intrinsically important functioning. 
Others, such as Alkire (2011) and Alkire and Foster (2011b), demonstrate the index’s 
robustness to a range of poverty cut-offs and defend the equal weighting of each dimension of 
poverty as being both intuitively appealing and consistent with the proposition of Atkinson et 
al. (2002, p25) that “the interpretation of the set of indicators is greatly eased where the 
components have degrees of importance that, while not necessarily exactly equal, are not 
grossly different”. Equal weighting is also consistent with the approach used in existing 
measures such as the HDI. Ferreira (2011, p494) also argues that a dashboard approach to 
multidimensional poverty risks overlooking the joint distribution of a household’s 
deprivations, which can often contain more information than marginal distributions. He 
therefore concludes that the scalar approach of the MPI is superior and notes that it has the 
added benefit of permitting rank ordering based on the level, location and composition of 
poverty.   
3.3. Multidimensional Poverty Indices for households in Vanuatu and Solomon 
Islands  
A single household survey, designed to measure the MPI, was administered in twelve separate 
communities of Vanuatu and Solomon Islands (see Chapter 2). The survey collected data on 
each of the individual indicators of deprivation used in the MPI, with the exception of 
malnutrition since collecting accurate anthropometric measurements was not possible.52 Alkire 
and Santos (2010, p14) note that health is the most difficult dimension of poverty to measure 
and comparable indicators of health for all household members are generally missing from 
household surveys. A proxy measure was therefore used to indicate the presence of a 
malnourished adult in the household, based on information regarding the food security 
                                                          
52 Recall, the nutrition deprivation cut off in the index is if any adult or child for whom there is nutritional information is malnourished (Alkire, 
2011). Adults are considered to be malnourished in the MPI if their Body Mass Index (BMI) is below 18.5 m/kg2. The BMI is a combination 
of anthropometric indicators, requiring scales to measure weight and tape to measure height. Neither of these were permitted as part of the 
household survey or provided to survey enumerators.  
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situation of each household. This is based on the strong (albeit incomplete) link between food 
insecurity and malnutrition (Black et al. 2008). Health survey questions from the US Food 
Security module (a self-reported indicator of behaviors, experiences and conditions related to 
food insecurity), were used in the household survey. The US Food Security Module has been 
shown to be an inexpensive and easy-to-use analytical tool for evaluating food insecurity 
(Rafiei et al. 2009). Moreover, it has been successfully adapted for use in a wide variety of 
cultural and linguistic settings around the world – in particular in Asia and the Pacific 
(Derrickson et al. 2000). 
The specific indicator of food security used was a household’s answer to the question “did you 
or any other adults in the house not eat food for an entire day because there wasn’t enough 
money to buy food?” Food is generally the most pressing of priorities for any human being and 
to have gone without food for an entire day suggests severe food insecurity – particularly in 
Vanuatu and Solomon Islands, where subsistence agriculture is prevalent, social networks are 
strong and gift-giving is an ingrained cultural norm. Accordingly, if any household member is 
unable to draw upon these customary coping mechanisms for an entire day then the 
households’ food insecurity situation is probably acute. Adults were chosen as the appropriate 
referent object for food insecurity since the original index threshold asks whether there is “any 
adult or child” that is malnourished.53 Given the tendency of parents to feed their children 
before feeding themselves, it was judged that should children be the focus of food security then 
the results would be capturing a more severe form of deprivation than intended by the MPI 
(that is, one can doubtless infer that if a child in a household has gone without food, then so too 
have adults, but not vice-versa). 
3.3.1. Calculating a “Melanesian” MPI (MMPI) 
Alkire and Santos (2010) acknowledge that in order to ensure that the MPI is internationally 
comparable only generic data can be included. Consequently, important local determinants of 
well-being are excluded from the analysis. This is particularly pertinent for poverty 
measurement in places such as Melanesia, where a fertile environment and strong systems of 
social support contribute towards the lack of absolute destitution, while lack of access to 
essential services underpins views of “hardship” in the region. However, each of these 
important factors is excluded from the calculation of the conventional MPI.  
                                                          
53 It should also be acknowledged that malnutrition can occur when an individual’s BMI is overly high. Indeed, obesity is a particularly 
pressing health problem in developing countries, including PICs. However, obesity is not considered in the calculation of the MPI measure and 
a tool for measuring obesity was not included in the household survey.  
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Alkire and Foster (2011b, p291) therefore consider the existing MPI to be a “generalized 
framework for measuring multidimensional poverty”. They note that “[w]hile this flexibility 
makes [the MPI] particularly useful for measurement efforts at a country level, [decisions on 
dimensions, cut offs and weights] can fit the purpose of the measure and can embody 
normative judgments of what it means to be poor”.  
To date the framework methodology devised by Alkire and Foster has been applied with 
modifications to also identify local aspects of well-being in a number of different country 
contexts. These include the Gross National Happiness Index in Bhutan, which augments 
conventional metrics of human welfare with information on culture, psychological well-being 
and economic resilience (Ura et al. 2012). In Mexico, an index of multidimensional poverty is 
based on the set of social rights and levels of economic well-being enshrined in the Mexican 
Constitution. The poverty measure thus combines indicators of basic human functioning with 
access to social security, social cohesion and per capita household income. The measure then 
segments individuals according to whether they are poor due to insufficient economic well-
being, insufficient social rights or both (CONEVAL, 2010). While in Nepal a 
Multidimensional Exclusion Index is under construction, which augments the MPI with 
indicators of agency / influence (Bennett and Parajuli, 2011). Participatory approaches have 
also been used to identify the relevant indicators of deprivation for the local context. Trani and 
Cannings (2013) consulted with aid workers and local parents to devise the specific indicators 
for identifying child poverty in conflict zones of Darfur in Sudan, while in El Salvador, focus 
groups were recently held throughout the country with a view to formalising a 
multidimensional measure of national poverty (OPHI, 2013).  
This chapter takes advantage of this flexibility by tailoring the MPI to include further 
information relevant to the nature of poverty in the Melanesian countries of Vanuatu and 
Solomon Islands. It constructs a Melanesian Multidimensional Poverty Index (MMPI) by 
including a new dimension of welfare – that of “access”. This follows closely Abbott and 
Pollard’s (2004) assertion that poverty in the Pacific is not destitution, per se, but rather 
poverty of opportunity and a dearth of access to key services. Within the access dimension 
three separate indicators of poverty have been identified that reflect the literature on well-being 
in the region. These include the produce garden, the existence of a strong social support 
network and access to services.  
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In modifying the MPI to account for these local characteristics, an attempt is made to follow 
the existing MPI methodology as closely as possible. Alkire (2008) notes that there are various 
approaches one can take when constructing multidimensional poverty indices, including the 
choice of indicators and the weights allocated to each indicator. In this research, indicators are 
chosen that are objective and quantifiable, have clearly-defined thresholds and can be 
categorised in binary space. Moreover, in the absence of any reliable empirical data regarding 
individuals’ values to determine an appropriate weighting structure, the existing (and widely 
used) MPI methodology is deemed to be the most suitable. Accordingly, each of the four 
dimensions of well-being in the MMPI (i.e. health, education, standard of living and access) 
accounts for one quarter of the total weighting (compared with the one third that the three 
incumbent dimensions are each given in the conventional MPI) (Table 3.2). The individual 
indicators for each respective dimension are then re-weighted accordingly.54 The poverty cut 
off of one third is also retained. 
Table 3.2: Melanesian Multidimensional Poverty Index (MMPI) 
Dimensions, indicators, deprivation thresholds (weights in parentheses)  
Dimension 
(weight) 
Indicator (weight) Deprived if… 
Health  
(1/4) 
Child mortality (1/8) Any child has died in the family.  
Nutrition (1/8) Any adult or child for whom there is nutritional information is 
malnourished.* 
Education 
(1/4) 
Years of schooling (1/8) No household member has completed five years of schooling.  
School attendance (1/8) Any school-aged child is not attending school in years 1 to 8.  
Standard of 
living 
(1/4) 
Electricity (1/24) The household has no electricity.  
Sanitation (1/24) 
The household´s sanitation facility is not improved (according to 
the MDG guidelines**), or it is improved but shared with other 
households. 
Water (1/24) 
The household does not have access to clean drinking water 
(according to the MDG guidelines**) or clean water is more than 
a 30 minute walk from home. 
Floor (1/24) The household has dirt, sand or dung floor. 
Cooking fuel (1/24) The household cooks with dung, wood or charcoal.  
Assets (1/24) 
The household does not own more than one of: radio, TV, 
telephone, bike, motorbike or refrigerator, and does not own a car 
or truck. 
Access 
(1/4) 
Garden (1/12) The household does not have access to a garden.  
Social support (1/12) Household has no one to rely upon in a time of financial difficulty. 
Services (1/12) > 30 minutes travelled to health clinic or secondary school or 
central market. 
*A proxy measure was used for this indicator. A household is deprived if they answered in the affirmative to the question “Did you or any 
other adults in the house not eat food for an entire day because there wasn’t enough money to buy food?” 
** See WHO/UNICEF (2010) for more details.   
Source: Author, modified from Alkire (2011). 
                                                          
54
 An alternative specification for the MMPI could involve embedding the three indicators that comprise the ‘access’ dimension into the 
existing dimensions of the MPI. This would have the advantage of avoiding the necessary reduction in the respective weights allocated to 
the existing dimensions in the current approach – in particular the health and education dimensions. In general, the relative merits of 
alternative specifications of the MMPI would be a valuable area for future research (see Section 7.5). 
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The remaining part of this section provides additional information on each of the individual 
deprivation indicators in the access dimension.  
Gardens are of central importance to households in both Vanuatu and Solomon Islands. Much 
of Melanesian culture revolves around the garden, both in terms of its produce and the practice 
of gardening itself (MNCC, 2012). Households that do not have access to a garden and its 
produce are isolated from an important cultural activity and, more practically, must rely on the 
cash economy (or extended family favors) for their food (Chung and Hill, 2002; Maebuta and 
Maebuta, 2009; UNICEF, 2012b). A household is therefore considered deprived if it reports 
not having access to a garden. 
Strong social support networks and the system of reciprocity are hallmarks of the informal 
safety net in Melanesia (Regenvanu, 2009; AusAID 2012a; AusAID, 2012b). Despite some 
evidence that these networks are breaking down (see Chapter 5) they remain central to well-
being in the local context. A situation where a household cannot rely upon anyone in a time of 
need is therefore likely to be an indicator of its exclusion from a risk-sharing network and thus 
its deprivation of the redistributive effects and risk-management functions provided by 
informal social security. This is based on the findings of Fafchamps and Lund (2003) that gifts 
and remittances tend to be channelled through social networks rather than as general insurance, 
at a village level. Households were therefore asked how many people they could rely on 
(outside the household) during a time of financial difficulty. If they nominated zero individuals 
then they are considered to be deprived in the social support indicator. It is recognised that 
there is no objective measure of financial difficulty in this instance, and that the number of 
people relied upon is necessarily imprecise, but this indicator should nevertheless provide a 
sense of the integrity of the local safety net and those households that are protected by it.55 
As identified by the ADB’s PAH, the remoteness of essential services such as publically-
provided education and health is an important dimension of hardship in the Pacific (Abbott and 
Pollard, 2004). Remoteness, in this sense, is a function of the geographical distance of many 
villages from urban centres, coupled with inadequate transport networks and the funding 
constraints facing policymakers, which tends to limit the extent to which essential services are 
provided outside of urban areas (Cox et al. 2007). Additionally, limited access to centralised 
markets in which individuals can buy and sell a range of differentiated goods and services 
                                                          
55
 It was decided against arbitrarily choosing a number of people that would qualify as a sufficiently large network and instead chose zero as 
the deprivation threshold. While this is a low hurdle requirement it is likely to overcome measurement errors related to the size of the network. 
While an individual may not know the size of their network if they get into trouble, they are likely to know whether a network does, in fact 
exist. 
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constrains the range of basic goods available for purchase, and their price, and thus limits 
income-earning opportunities. 
A household is therefore considered deprived in access to services if it takes more than half an 
hour to travel from the dwelling to a health service (hospital or clinic), a secondary school or to 
a market.56 The choice of these three essential services reflects qualitative information 
provided by communities themselves.57 The decision to use travel time as the specific measure 
follows Gibson and Rozelle (2003, p166) who consider travel time an important proxy 
indicator of a household’s access to services.58 They note that the combination of poor roads 
and high travel time often makes assessing education and health prohibitively expensive, 
particularly in rural areas. Households were asked the average time that it took, using the most 
common form of transport (which could be walking, public transport or private vehicles) to 
travel to each of the three key services. While the access to essential services might be partially 
picked up by other indicators of the index (in particular the health and education dimensions) 
this will not always be the case.59 
3.3.2. Analysis of the Multidimensional Poverty Indices in Vanuatu and 
Solomon Islands  
Table 3.3 records the incidence of poverty (H), the average intensity of poverty (A) and the 
index values for both the MPI and MMPI at a community and country level in Vanuatu and 
Solomon Islands. Figures 3.1 and 3.2 plot the incidence of poverty and the index values while 
Appendix C details the deprivations rates of each indicator in each community. 
At a country level, Solomon Islands has a higher MPI score than Vanuatu (0.108 compared 
with 0.067, respectively). This reflects the greater headcount poverty in Solomon Islands 
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 The combination of multiple components within a single indicator is consistent with the original methodology of the MPI; specifically the 
Assets indicator, which includes eight separate assets.  
57
 Access to a secondary (rather than primary) school is assessed for a number of reasons. Primary school education is (notionally) free in 
Vanuatu and Solomon Islands and enrolment rates are generally high. Consequently, remoteness from a primary school (if it exists) does not 
appear to be a common constraint. In contrast, secondary schools are much less widely available. Thus, when a secondary school is not nearby, 
families are often required to send their children to school as long-term boarders (AusAID, 2012). Indeed, having no secondary school close 
by was a very common complaint made by focus group participants and key informants. Similar complaints were not registered against the 
proximity of primary schools – even in the most remote and rural areas. Additionally, the financial costs and time spent getting to central 
markets were major complaints of focus group participants and key informant interviews (see Feeny, 2014 for more details on qualitative data 
collected). While small local markets exist in all communities, for example at roadsides as well as at kava bars in Vanuatu and betel nut 
markets in Solomon Islands, better income earning opportunities are available in central markets.    
58
 Of course, this presupposes that the main constraint on households’ access to essential services is geographical distance. There are also 
likely to be instances where households are geographically proximate yet lack the financial resources to be able to pay for these services (such 
as out-of-pocket co-payments for health services or school fees). For instance, this would be particularly pertinent if these services were 
predominantly provided in private markets. The analysis is based upon the assumption that schools, health services and markets are generally 
publically provided in Vanuatu and Solomon Islands. Other barriers to access are beyond the scope of this analysis.  
59
 A correlation analysis indicates that each of the indicators contained within the health and education dimensions are not highly correlated 
with the access dimension. While this may indicate that they are capturing different dimensions of the same problem, it could also be the case 
that child mortality and education attainment and adult education are functions of historical, rather than current service access. In addition, the 
child school attendance indicator is likely to be targeted at primary school education, whereas the access dimension is focused on secondary 
school.  
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(25 per cent) than in Vanuatu (16 per cent) given that the average intensity of deprivation faced 
by the poor (A), was broadly similar in both countries.60 While the national poverty scores are 
slightly higher in each country according to the MMPI, the respective relativities between the 
two countries remain broadly constant. That the prevalence of poverty is generally higher in 
Solomon Islands compared with Vanuatu is consistent with the relatively poorer performance 
of Solomon Islands according to other measures of well-being, including the HDI, GNI per 
capita and basic needs poverty assessments. Comparing the MPI across countries, poverty in 
Solomon Islands is equivalent to that observed in Bhutan and Guatemala, while in Vanuatu it 
is akin to Tajikistan and Mongolia.61  
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 National estimates are derived using an unweighted average of the six respective communities surveyed in each country. Since the sample of 
communities in each country is not strictly nationally representative, country-level aggregations and comparisons are meant to be indicative 
only. 
61
 The results of this analysis can be compared with the Vanuatu MPI estimate published by the UNDP in its HDR. This study suggests that 
Vanuatu’s MPI score is 0.067, which is around half that reported in the HDR (0.129). This discrepancy between the two measures reflects the 
lower headcount rate of poverty in this study (16 per cent, compared with 30 per cent) as the average intensity of poverty amongst the poor in 
both measures was broadly similar. The differences in the observed rates of multidimensional poverty could stem from a number of factors (or 
a combination of factors). Firstly, there is a possibility of measurement error in one (or both) of the surveys. Secondly, the difference may be a 
function of economic development between 2007 and the time this study was done in 2011 (the Vanuatu economy grew, in nominal terms, by 
almost 29 per cent between 2007 and 2010). Thirdly, the differences may also reflect the different sample composition (the national estimates 
in this research include a 37 per cent urban share while the published estimate in the UNDP is based on an urban share of 45 per cent from the 
2007 Multiple Indicator Cluster Survey). Fourthly, the discrepancy could reflect the fact the two approaches are capturing different dimensions 
of malnutrition. The MICS estimate only uses child weight-for-age data (with adult BMI data unavailable). In contrast this study uses a 
measure of adult food insecurity. To the extent that adults may shield children from food insecurity it is possible that this study is capturing a 
leading indicator of malnutrition, rather than a contemporaneous measure of malnutrition.  
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Table 3.3: Multidimensional Poverty Indices 62  
Headcounts of poverty and average intensity of poverty; by community and country 
 
Vanuatu Solomon Islands 
 
Port  
Vila Luganville Baravet Mangalilu 
Hog  
Harbour 
Banks 
Islands Total Honiara Auki GPPOL 
Weather  
Coast Malu’u 
Vella  
Lavella Total 
Multidimensional Poverty Index (MPI)           
Headcount Ratio (H) 27.6 10.6 16.4 13.3 10.5 15.4 15.8 23.0 34.6 10.6 41.6 26.8 15.4 25.1 
Average Intensity (A) 43.8 43.8 43.9 42.8 38.2 38.9 42.3 41.4 41.6 44.4 46.9 42.4 38.9 43.0 
MPI = H x A 0.121 0.046 0.072 0.057 0.040 0.060 0.067 0.095 0.144 0.047 0.195 0.114 0.060 0.108 
Melanesian Multidimensional Poverty Index (MMPI)          
Headcount Ratio (H)  34.5 12.9 19.4 18.7 7.9 11.5 17.7 20.7 41.0 11.8 49.4 19.5 19.2 26.5 
Average Intensity (A) 39.3 40.2 39.4 39.3 40.3 37.5 39.3 41.0 41.9 40.8 45.2 40.6 38.6 42.1 
MMPI = H x A 0.136 0.052 0.076 0.073 0.032 0.043 0.070 0.085 0.172 0.048 0.223 0.079 0.074 0.112 
Notes: Sample size N=955. 
Source: Author.  
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 These results are also detailed in Clarke et al. (2014, p96). 
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In both Vanuatu and Solomon Islands the aggregate rates of headcount multidimensional 
poverty are broadly comparable to the published rates of basic needs income poverty at a 
national level (Table 3.4). However, when the sample from this research is equated with the 
way basic needs poverty is reported at a sub-national level in each country, important 
differences emerge between the measures. Such direct headcount poverty comparisons 
between the MPI and existing unidimensional poverty measures is one of the key advantages 
of being able to additively decompose the MPI between population subgroups. The difference 
between the measures is most stark in rural areas where the rate of basic needs poverty in both 
countries is considerably lower than that specified by either multidimensional measure. While 
this may reflect the specific sample of this research, the relatively high rate of rural poverty, 
using both the MPI and MMPI, is consistent with the results of UNICEF (2012), which found 
that when poverty was measured using actual deprivations, rather than in monetary terms, 
children in rural households experienced three times the rate of severe deprivations than urban 
households. Importantly, the results lend some credence to Narsey’s (2012) criticisms 
regarding the potential misspecification of rural poverty in Vanuatu (and, by implication, also 
in Solomon Islands) according to the basic needs approach.  
Table 3.4: Headcount poverty rates 
Based on the geographical characterisation of basic needs poverty used by the Government of 
Vanuatu and the Government of Solomon Islands  
 Basic needs poverty  MPI poverty* MMPI poverty* 
Vanuatu national average 15.9 15.8 17.7 
Port Vila (capital city) 32.8 27.6 34.5 
Luganville 10.9 10.6 12.3 
Rural 10.8 15.0 14.2 
Solomon Islands national average 22.7 25.0 26.5 
Honiara (capital city) 32.2 23.0 20.7 
Provincial-Urban  13.6 34.6 41.0 
Rural 18.8 23.3 24.5 

“Provincial-Urban” in Solomon Islands is assumed to be the equivalent to Auki, though will also likely include other provincial towns, 
such as Gizo in the Western Province. 
* “National average” is the arithmetic mean of the six communities surveyed in each country; “Rural” is the arithmetic mean of all non-
capital city and non-second city communities in the survey sample. For a definition of urban and rural refer to Table 2.1 in Chapter 2.. 
Sources: Author; GoV 2008; GoSI 2008.  
 
In any case, the results in this analysis may be most suited to providing a sense of poverty at a 
sub-regional, rather than national level. Further research, with larger sample sizes, may be 
required to generate nationally representative poverty estimates.  
Looking at the poverty profile at the individual community level, some further interesting 
trends emerge. In the vast majority of developing countries, poverty is predominantly a rural 
issue, in large part reflecting the relatively limited opportunities households have to engage in 
diverse higher-value adding activities. In Vanuatu and Solomon Islands, this also seems to be 
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the case, though there are some important nuances. In general, headcount poverty rates were 
highest in the most geographically remote rural areas (such as the Weather Coast in Solomon 
Islands and Baravet in Vanuatu). The Weather Coast had an MPI score that placed it on par 
with the sub-Saharan African countries of Swaziland and the Republic of Congo. However, 
poverty was also relatively high in the squatter communities in the urban areas of Auki, Port 
Vila, and Honiara. In contrast, with the exception of Luganville, the least-poor communities 
were rural (such as the GPPOL villages, Hog Harbour and Mangalilu) with poverty rates 
between 11 and 13 per cent. The result is that when communities are aligned broadly in terms 
of their remoteness from main markets, a distinctive “U-shape” pattern emerges in the 
distribution of poverty (see Figures 3.1 and 3.2).63  
The “U-shaped” distribution of poverty is a significant result. It illustrates clearly that poverty, 
when measured in terms human capabilities and functioning, is both an urban and rural 
phenomenon in Vanuatu and Solomon Islands. The MPI and MMPI are therefore unique 
among poverty measures used in Melanesia given that they reconcile, in a single measure, the 
welfare effects of infrastructure deficits and service deprivation in remote areas as well as the 
effects of material deprivation and land deficits in urban squatter settlements.  
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 In determining the remoteness of each community from main markets, a judgement has been made based upon the concept of economic 
distance, (i.e. “the ease, or difficulty, for goods, services, labour, capital and ideas to traverse space” World Bank, 2009, p32). This, in turn, is 
based upon the author’s assessment of the availability, timeliness and reliability of transport networks garnered while conducting field work. 
Appendix B provides a summary of the transport issues in each community. To the extent that each of the urban communities in the sample 
(i.e. capital cities and urban provincial centres) is considered a “main market”, these have been sorted in descending order according to 
headcount poverty.  
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Figure 3.1: Headcount multidimensional poverty  
Percentage of households in multidimensional poverty by location and country* 
 
*Communities have been assembled, broadly, in terms of their increasing remoteness from central markets.    
Source: Author. 
 
Figure 3.2: Multidimensional poverty indices  
Headcount multiplied by average intensity; by location and country*  
 
*Communities have been assembled, broadly, in terms of their increasing remoteness from central markets (as per Figure 3.1). 
Source: Author. 
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The commonality amongst those communities in rural areas with the highest rates of poverty is 
their geographical remoteness combined with inadequate transport links to main markets. 
Much of the transport infrastructure in Vanuatu and Solomon Islands is poor, with few all-
weather roads, and shipping and air services that are both expensive and unreliable (Clarke, 
2007). AusAID (2006) suggest that inadequate infrastructure constrains development 
opportunities, while Feeny (2004, pp.8-9) notes that poor transportation networks prevent rural 
communities from benefiting from urban-based growth. Confirming the link between 
economic remoteness and household poverty, individuals in each of the communities with the 
highest rates of poverty face long and costly journeys to central markets, with poor roads (as is 
the case in Malu’u) and very long boat journeys (Vella Lavella, Weather Coast, Baravet and 
Banks Islands) a major barrier to access.  
In contrast, the commonality among those communities with the lowest rates of poverty in the 
sample is their rural character (including physical separation from towns, accessibility of 
environmental resources and close-knit communities) coupled with their accessibility to good 
quality transport infrastructure. In Vanuatu the recently completed Efate Ring Road provides 
direct road links for rural communities on the island of Efate, such as Mangalilu, to central 
markets in Port Vila, while the East Coast Santo road has opened up the markets in Luganville 
to the community of Hog Harbour. Key informant interviews from Mangalilu and Hog 
Harbour suggest that the construction of these roads has facilitated opportunities to earn 
income, by increasing market access (for both agriculture and tourism) stimulating the supply 
of transport and reducing travelling times, costs and / or passengers.64 Similarly, the GPPOL 
villages are directly linked to central markets in Honiara via the Kukum Highway, which also 
links the nearby palm oil factory with the main port in Honiara; thus providing a direct link to 
export markets.  
The correlation between transport infrastructure and multidimensional poverty confirms the 
findings of other studies that travelling time is a significant determinant of poverty in 
Melanesia. It is also consistent with the World Bank (2009, p15) view that better infrastructure 
tends to reduce economic distance. In their analysis of PNG, Gibson and Rozelle (2003) found 
that transport time – a proxy for cost – increased poverty by decreasing the returns from value-
adding economic activities in central markets (and thus reinforcing autarkic subsistence 
agriculture) and increasing the price of staples in stores in local communities. UNICEF (2012) 
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 The increase in vehicles resulting from the completion of the MCC-sponsored roads was documented by Morosiuk (2011). On some 
sections of the road, traffic increased four-fold between 2008 and 2010.  
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also found that the highest rates of severe deprivations in children in Vanuatu were 
concentrated in the most geographically distant provinces of Vanuatu. Good access to urban 
areas should also reduce the costs of accessing essential services, such as hospitals and 
secondary schools, given they tend to be concentrated in urban areas. The latter effect is a key 
reason why the MMPI explicitly includes access to services as an indicator of deprivation (see 
Section 3.3.3).  
The high rates of observed poverty in urban areas are likely to be partially the result of the 
sample consisting of squatter settlements, which are renowned for their lack of access to 
services, employment and their relatively high rates of monetary poverty (see Chapter 2). 
Importantly, the consistency between the multidimensional measures of poverty and the basic 
needs assessments in portraying relatively high urban poverty provide a useful cross-check on 
the applicability of multidimensional poverty indices in urban areas. Thus, unlike basic needs 
assessments, the MPI is applicable in both rural and urban areas.  
A further interesting feature of the geographical distribution of poverty in these countries is the 
divergent characteristics of the two respective second cities: Auki in Solomon Islands and 
Luganville in Vanuatu. Specifically, the rate of observed poverty in Auki tends to more closely 
resemble the characteristics of the squatter settlements of the capital cities while Luganville is 
more akin to a well-connected rural community. In part, this may reflect the divergent 
economic fortunes of the two cities: in particular the steady stream of tourism to the east coast 
of Santo, which funnels through Luganville, is largely absent from Auki’s island of Malaita. 
Indeed, it is likely to be no coincidence that Hog Harbour, which is connected to Luganville 
via the East Santo road, also has relatively low levels of poverty.  
An additional useful feature of the MPI is its ability to be decomposed into its component 
dimensions. This provides an important insight into the structure of poverty in a given region. 
Figure 3.3 provides the breakdown of the contribution that each dimension makes to 
multidimensional poverty in both Vanuatu and Solomon Islands (Appendix D shows the 
breakdown in each community).65 The standard of living dimension contributes the most to the 
MPI in each community, accounting for almost half of total poverty in both Vanuatu and 
Solomon Islands, though at the community level the contribution ranges from 42 per cent of 
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 The contribution each dimension makes to overall poverty is the sum of the percentage contributions that each component indicator within 
that dimension makes to overall poverty. Contributions are calculated using a “censored headcount” matrix for each indicator, which censors 
the deprivations of households that are deprived, but not poor. This censored matrix leaves only those households that are both deprived in a 
given indicator as well as in multidimensional poverty. For each indicator, the censored headcount ratio is then scaled by its respective weight 
and expressed as a proportion of overall poverty.  
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poverty in GPPOL to 58 per cent in Weather Coast. The next most important dimension in 
most communities is health, which generally contributes just under one third of poverty, 
followed by education. The exception is in both Banks Islands and Weather Coast, where 
health makes only a modest contribution to poverty and education is more prominent. In 
general, the contribution to poverty made by the standard of living and education dimensions 
tends to increase in line with a community’s remoteness, while the contribution of the health 
dimension tends to fall (perhaps reflecting the fact that the highest incidence of food insecurity 
is concentrated in urban areas).    
Figure 3.3: Dimensions of multidimensional poverty  
Percentage contributions of each dimension of well-being to total poverty; by community* 
 
* Communities have been assembled, broadly, in terms of their increasing remoteness from central markets (as per Figure 3.1). 
Source: Author. 
 
3.3.3. The Melanesian Multidimensional Poverty Index (MMPI)  
The levels and distribution of headcount poverty changed when poverty was characterised in 
terms of the MMPI. This demonstrates the importance of access (or lack thereof) to markets, 
services and support to multidimensional poverty. Across the total sample, and in each country 
at a national level, the MMPI measure led to an upward revision in poverty compared with the 
MPI. This largely reflects an upward revision to the headcount rate of poverty in eight of the 
twelve communities surveyed, with the average upward revision in the order of 4.6 percentage 
points – a statistically significant amount (see Figures 3.1 and 3.2). In the four communities 
where the MMPI resulted in a downward revision to poverty – Hog Harbour and the Banks 
0
10
20
30
40
50
60
70
80
0
10
20
30
40
50
60
70
Health Standard of LivingEducation
% %
72 
Islands in Vanuatu and Malu’u and Honiara in Solomon Islands – the average downward 
revision to the headcount rate of poverty was a statistically significant 4.0 percentage points.   
An important test of the consistency of the two measures of multidimensional poverty is to 
examine whether the same households that are MMPI poor are MPI poor as well. If a 
household is not considered poor when only the MPI is used, but is MMPI poor, then there is a 
chance that they may be erroneously excluded from anti-poverty programs if only the 
conventional MPI measure is applied.  
Table 3.5 suggests that, generally, the two poverty measures identify the same households as 
being poor but that a non-trivial share of households is reclassified as poor when the MMPI is 
applied. The left panel shows the proportion of households in the poor and non-poor category 
for each poverty measure while the right side shows the conditional probabilities expressed in 
terms of MMPI poverty. The results suggest that there is a 22 per cent chance that a household 
that is MMPI poor will not be classified as MPI poor.66   
Table 3.5: MMPI poverty vs. MPI poverty  
Crosstab of MMPI and MPI poverty  Conditional probability  (given MMPI poverty) 
 
Not 
MPI 
poor 
MPI 
poor Total   
Not 
MPI 
poor 
MPI  
poor 
Not MMPI Poor 74.7 3.1 77.8  Not MMPI Poor 0.96 0.04 
MMPI Poor 4.8 17.4 22.2  MMPI Poor 0.22 0.78 
Total 79.5 20.5 100.0     
Source: Author. 
 
An example of the practical importance of local indicators in determining a household’s 
poverty status can be seen when the focus is narrowed to urban communities and the 
relationship between poverty and access to gardens. Studies that have examined well-being in 
urban squatter settlements in each country have shown that being alienated from gardening 
land is a common feature of urban poverty (Chung and Hill, 2002; Maebuta and Maebuta, 
2009; Cox et al. 2007). Yet according to the MPI the headcount poverty rate for urban 
households without a garden is 17.6 per cent – much lower than the prevailing rate of poverty 
for those with a garden, 26.4 per cent. However, when the MMPI is applied, which explicitly 
accounts for garden access, the poverty rate of households without a garden rises to 31.3 per 
cent – a statistically significant upward revision, according to t-tests. 
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 On the flipside there is a 4 per cent chance that a MPI-poor household will be reclassified as non-poor when the MMPI is applied.  
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Further illustrating the importance of accounting for access when mapping poverty in 
Melanesia, and of tailoring poverty indices to country specific circumstances more broadly, the 
additional access dimension makes a considerable contribution to MMPI poverty – larger, in 
almost all communities, than each of education and health. In aggregate, the access dimension 
contributed around 27 per cent of MMPI poverty in both Vanuatu and Solomon Islands 
(Figure 3.4). Unsurprisingly, the four communities where MMPI poverty is lower than MPI 
poverty tend to also have a relatively low incidence of deprivations across the access 
dimension. The average contribution in these communities was 23 per cent – well below the 
29 per cent average contribution of the remaining communities (Appendix D).  
Figure 3.4: Dimensions of multidimensional poverty 
Percentage contributions of each dimension of well-being to total poverty; by country  
 
Source: Author.  
Looking at the individual indicators of the access dimension, in turn, urban communities stand 
out in terms of their lack of access to gardens. 28 per cent of households, on average, in the 
four urban locations are deprived in access to gardens compared with only three per cent in 
rural communities (see Appendix C).  
Remoteness from centres of governance appears to play an important role in households’ 
access to services The geographically remote communities of Weather Coast, Vella Lavella 
and Baravet each recorded rates of deprivation in excess of 80 per cent, reflecting a general 
lack of access to hospitals, secondary schools and markets (though access to a market in Banks 
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Islands was much better than in the other two locations).67 The provincial government sub-
station of Malu’u, on the relatively populous island of Malaita in Solomon Islands, had the 
lowest rate of deprivation in the access to services indicator, on account of the fact it is well 
serviced by a hospital, secondary school and market places – despite being economically 
remote (MPGRD, 2001). In Vanuatu, the communities along the East Santo road, Luganville 
and Hog Harbour, clearly had the lowest deprivation in access to services; once again 
illustrating the importance of transport infrastructure.  
There was little geographic pattern to the access to support indicator – potentially reflecting a 
combination of the idiosyncratic nature of traditional social protection in each community, as 
well as measurement error.68  
3.3.4. Multidimensional poverty and vulnerability 
A further advantage of the MPI is that it can be decomposed by intensity, which is particularly 
useful for policymakers interested in identifying poor, as well as vulnerable, households. Using 
a disaggregation technique suggested by Alkire and Foster (2011a) the index is split into four 
separate groups: (i) severely poor households that have weighted deprivations greater than or 
equal to 0.50; (ii) less-severe poor households that that have a weighted deprivation greater 
than or equal to 0.33 (the original poverty cut off) and less than 0.50; (iii) “vulnerable” 
households that, while strictly non-poor are near-poor with a weighted average of deprivations 
greater than or equal to 0.20 and less than 0.33; and (iv) the non-poor, non-vulnerable with a 
deprivation score below 0.20. Quizilbash (2003, p52) suggests that identifying a cohort that is 
close to being identified as definitely poor provides a somewhat rudimentary, though useful, 
perspective on vulnerability than the ordinary characterisation of vulnerability in the economic 
literature, which is the estimated probability of being poor in the future (see Chapter 6 for a 
more detailed discussion). Therefore, in addition to examining the observed rate of poverty, 
multidimensional indices also have the advantage of identifying those households that might 
be at risk of being tipped into poverty in the future – a particularly pertinent policy 
consideration in nations such as Vanuatu and Solomon Islands where households often 
experience a raft of covariate and idiosyncratic shocks (see Chapter 4). Results from this 
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 Somewhat surprisingly, in the Banks Islands, a particularly remote community, the deprivation rate in the access to markets indicator was 
the lowest of all the communities surveyed. This probably illustrates one of the potential shortcomings of different perceptions of what a 
market constitutes. However, this is unlikely to substantially bias the results since the market component is but one of three indicators of 
services access (which, in turn only comprises one twelfth of the MMPI) and the Banks Islands had a relatively high proportion of households 
that were deprived according to the access to education indicator. 
68
 This is a somewhat surprising finding, given that support is often reported to have deteriorated in urban areas (see Chapters 4 and 5 for a 
discussion). It may reflect the imprecision in the way support is measured in this context.   
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exercise are presented, at an aggregate level, in Figure 3.5 (and for each community in 
Appendix E).  
Figure 3.5: Intensity of multidimensional poverty  
Percentage of total sample that is poor, vulnerable and non-poor; by country 
 
Source: Author. 
 
In both Vanuatu and Solomon Islands much of the observed MPI poverty is less-severe 
poverty, with severe poverty only accounting for around one quarter of total poverty. Focusing 
on MMPI poverty, the share of severe poverty falls to around one eighth of total observed 
poverty in Vanuatu, while in Solomon Islands it remains around one quarter.  
Importantly, in both countries a substantial share of households fall into the near-poor, or 
vulnerable, category. Using the MPI measure, 23 per cent of households in Vanuatu and 28 per 
cent in Solomon Islands are vulnerable, rising to 33 per cent and 42 per cent, respectively, for 
the MMPI. In fact a larger proportion of households are deemed vulnerable than are actually in 
poverty – considerably so in the case of the MMPI. From the perspective of social protection 
policies targeting poverty prevention this suggests that the current incidence of poverty is 
likely to be a necessary, but insufficient, indicator of the potential future incidence of poverty 
(and squares with more formal assessments of vulnerability, see Chapter 6).  
3.4. Discussion  
The MPI is an absolute (though non-monetary) measure of household poverty that is based on 
Sen’s capabilities approach. It therefore focuses directly on the actual failures of poor 
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households to meet minimum standards rather than using indirect monetary-based indicators of 
well-being. In the context of Vanuatu and Solomon Islands – where the predominance of non-
market transactions and missing markets for essential services makes measuring poverty in 
monetary terms particularly challenging – this arguably makes the MPI better suited to 
measuring poverty than conventional monetary-based basic needs approaches.  
This analysis calculates MPIs in six separate communities in both Vanuatu and Solomon 
Islands. The results provide a unique insight into the incidence, intensity and geographical 
distribution of household poverty in each country in a single measure. These estimates can then 
be compared with similar geographic breakdowns in the respective official poverty statistics.  
The results go some way to resolving the puzzle between the general lack of observed extreme 
destitution in Vanuatu and Solomon Islands and the low scores according to various human 
development indicators. The analysis of poverty using the MPI suggests that, in line with basic 
needs poverty measures, a considerable proportion of households in urban squatter settlements 
of capital cities are currently experiencing poverty. However, unlike the monetary-based 
measures, which suggest that poverty is concentrated in urban regions, MPI poverty is, instead, 
more geographically nuanced in that poverty is most prevalent at both ends of the urban-rural 
continuum – that is, in both inner urban squatter settlements and geographically distant 
communities. This results in a distinctive “U-shaped” curve of poverty when communities are 
ordered according to their remoteness.   
The augmentation of the MPI to account for local aspects of well-being through the MMPI has 
also made an important contribution to understanding the experience of poverty in Vanuatu 
and Solomon Islands. It also reflects a broad trend toward contextualising the MPI in a range 
of different locations. Importantly, the rates of poverty changed when the MMPI was applied, 
suggesting that indicators of access to essential services, gardens and support made a 
meaningful difference to the identification of poverty in the local context. A non-trivial share 
of non-poor households according to the MPI measure is also reclassified as poor when the 
MMPI is used, further highlighting the unique contribution of the MMPI. Furthermore, the 
broad “U-shape” of poverty persists when communities are arranged in terms of their 
remoteness according to the MMPI – suggesting it is a robust finding.  
These results have three important policy implications.  
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Firstly, poverty is a pressing policy issue in both Vanuatu and Solomon Islands. National 
estimates of MPI poverty in each country are on par with countries with a similar level of 
human development, despite the general lack of extreme monetary poverty. The results of this 
analysis show that while severe poverty is modest, poverty itself is prevalent. A substantial 
share of the total sample in each country is also near-poor (being greater, in both cases, than 
the cohort of poor households). This is consistent with the results of the more formal 
vulnerability analysis (see Chapter 6) and indicates that vulnerability, in addition to current 
poverty, is an important social protection policy issue. 
Secondly, the results show that stylised views of poverty are likely to be insufficient in 
Vanuatu and Solomon Islands. In particular, while monetary-based measures may well be 
adept at identifying poverty in urban communities, they are less appropriate for identifying 
poverty in rural areas. On the flipside, romanticised views of “subsistence affluence” are 
equally inadequate to characterise living standards in all rural areas. While the term may still 
appropriately refer to the existence of fertile land and, at the margin, intermittent labour supply 
and potentially high reservation wages, it does not reflect the reality that the cash economy has 
rapidly penetrated into rural areas. Moreover, it ignores the fact that households increasingly 
need to supplement their domestic food production with cash incomes to pay for necessities, 
such as imported fuel, school fees, clothing and, increasingly, imported foodstuffs as 
preferences change (Cox et al. 2007; Chapter 4). Indeed, it is this very intersection of 
increasing household demands for cash and limited economic opportunities in rural areas 
(combined with the fact that government services tend to be concentrated in capital cities) that 
is at the crux of what Abbott and Pollard (2004) espoused as “hardship” in PICs. 
Thirdly, the results of this analysis indicate that rural areas are far from monolithic. Economic 
geography appears to play a critical role in determining both the incidence and depth of rural 
poverty. The lowest rates of headcount poverty in both countries are observed in communities 
that are essentially rural in character, yet have good transport links to larger markets. In 
contrast some of the highest rates of poverty were observed in remote rural communities.  
The relative prosperity of rural and well-connected communities therefore appears to be built 
upon readily-available land that characterise rural communities, as well as the lack of barriers 
to accessing markets. Indeed, these communities appear to be situated in a Melanesian “sweet 
spot”; at the juncture of so-called “subsistence affluence” and interconnectedness with larger 
and more diversified markets.  
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Insofar as effective transport reduces economic distance to major economic centres, there are 
likely to be a number of benefits accruing to households in these “sweet spot” communities 
that are eluding households in more remote areas. Gibson and Nero (2003) found that in PNG 
interconnectedness with markets simultaneously increased the economic return from 
production and placed downward pressure on the prices of consumables. Better spatial 
integration may also be allowing households to move beyond subsistence production to access 
important new sources of income. Each of these factors can help increase households’ 
disposable income and fund welfare-enhancing expenditures, including consumables (such as 
rice, salt and soap), school fees and inter-island transport.69 In addition, better transport links 
decrease the cost of accessing essential services such as hospitals and schools, which may 
explain the relatively low rate of non-monetary deprivations in these areas.  
The MPI (and thus, by implication the MMPI) suffers from a number of shortcomings. In 
particular, it has been criticised for its lack of transparency and the adequacy of its weighting 
structure. Moreover, the purposive selection of urban squatter communities in the sample is 
likely to influence the aggregated rates of national poverty. However, the MPI is rapidly 
becoming a key indicator of household poverty, evidenced by its annual publication in the 
UNDP’s annual HDR. To the extent that most PICs, including Solomon Islands, are excluded 
from this annual analysis, and no PIC has yet had the MPI calculated at a sub-national level, 
this analysis marks an important first step in widening the analytical lens of multidimensional 
poverty management to the Pacific more broadly, and to Melanesia in particular. It also 
provides an important critique of the suitability of basic needs approaches to measuring 
poverty in rural areas. 
3.5. Conclusion  
Identifying poverty through multidimensional measures such as the MPI and MMPI is a 
valuable addition to the suite of well-being measures in Vanuatu and Solomon Islands and 
should be included in poverty analysts’ toolkits.  
By examining the incidence and depth of poverty in various locations in Vanuatu and Solomon 
Islands, this analysis has shed important light on the nature of the poverty problem that may 
have gone unnoticed by conventional poverty measures. The results indicate, for the first time 
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 Better spatial integration with markets and social networks also facilitates greater risk mitigation diversification (see Fafchamps et al. 1998, 
and the discussion in Section 5.2.1 in Chapter 5). 
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in a single multidimensional measure, that the geographical distribution of poverty is nuanced 
at the sub-national level in both countries. 
These results also highlight the utility of alternative non-monetary measures of poverty from 
the perspective of geographically targeting social protection policies. Indeed, while the 
prevailing national assessments of basic needs poverty indicate that resources should be 
skewed toward urban areas, both the MPI and MMPI indicate that the focus should be on both 
urban-settler and geographically distant communities.  
In addition to identifying the geographical distribution of poverty, the ability to decompose the 
MPI and MMPI into sub-groups and intensity makes each measure particularly useful from the 
perspective of targeting social protection policies within each region. Each measure is able to 
identify those households that are in severe poverty and in critical need of supportive 
structures. Moreover, it can help identify near-poor households; that is, households that are 
non-poor but may be vulnerable to being tipped into poverty should they experience an adverse 
shock.  
Arguably, because it better reflects what is important to well-being in the local context, the 
MMPI ultimately holds the greatest potential for an accurate, all-encompassing, single measure 
of poverty in Melanesia. In its present form, the MMPI is a useful initial attempt to make the 
MPI measure more contextually relevant for Melanesia. This research presents one possible 
specification of the MMPI, which is based upon the literature on well-being in the Pacific. 
Future research should therefore focus on fine-tuning the MMPI to improve the robustness of 
this measure. In particular, the support indicator is inherently subjective and may be prone to 
measurement error. The weights applied to each indicator are also subjective; efforts could 
therefore be made to calibrate the indicators and weights to reflect what is important to 
citizens. The example of El Salvador where the local population themselves determine the 
relevant indicators is instructive. Future work should also take heed of the important work 
being done in the local context to articulate indigenous indicators of well-being.   
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CHAPTER IV – THE EXPOSURE OF HOUSEHOLDS TO 
ECONOMIC AND OTHER SHOCKS IN VANUATU AND 
SOLOMON ISLANDS  
4.1. Introduction 
A household’s exposure to risk is a critical determinant of its vulnerability. Shocks, which are 
the manifestation of risk, represent temporary and not entirely predictable events that can have 
damaging consequences for household well-being, including impoverishment (Guimarães, 
2007). In conceptualising household vulnerability as the likelihood of falling into poverty (or 
remaining in poverty if already poor) authors have tended to emphasise two key elements: 
firstly the importance of a household’s exposure to shocks; and secondly its capacity to 
effectively cope with shocks (Siegel and Alwang, 1999; Holzmann and Jørgensen, 2000; 
Heitzmann et al. 2002). This chapter focuses on the first of these elements, namely 
households’ experiences of economic and other shocks in Vanuatu and Solomon Islands during 
a particularly tumultuous period in the global economy. The following chapter (Chapter 5) 
then provides a detailed discussion of the effects of these shocks, and households’ coping 
behaviour.  
At a national level, the exposure of PICs such as Vanuatu and Solomon Islands to shocks is 
well understood (see Chapter 1). As SIDS, both countries are innately exposed to a raft of 
exogenous economic shocks and natural disasters. However, as Feeny (2010) notes, there has 
been surprisingly little primary research that has drilled down to examine the extent to which 
global macroeconomic shocks, such as terms of trade shocks and shocks to global demand, are 
transmitted to households in Vanuatu and Solomon Islands, and how they compound 
households’ experiences of other shocks. Related to this, there is limited information, beyond 
stylised views, on the extent to which the dualistic economic structure of each country, with 
traditional economic systems in rural areas coexisting alongside a market economy in towns, 
and dynamic factors such as the rapid rates of urbanisation and monetisation, influence 
households’ propensity to experience such shocks.  
Using information drawn from a unique household survey, this chapter contributes to the 
understanding of the transmission of global economic shocks to households in Vanuatu and 
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Solomon Islands. It examines the extent to which households were exposed to the effects of 
three particularly severe shocks between 2008 and 2010; namely, the sharp appreciation in 
international fuel and food prices and the subsequent global recession, known as the Global 
Economic Crisis (GEC). By cataloguing households’ experiences of these, and other, shocks, 
as well as formally examining the correlates of shock experience, this chapter sheds light on 
the riskiness of the local environment and households’ exposure to shocks. This includes the 
extent to which households are integrated into the global economy as well as the key role 
played by traditional economic systems in providing households with insulation from shocks.  
The remainder of this chapter is organised as follows: Section 4.2 offers a review of the 
literature on shocks as well as the experience of shocks, and details the structural 
characteristics of Vanuatu and Solomon Islands that are likely to influence the transmission of 
global economic shocks. Section 4.3 provides details on the data collected by this research.  
Section 4.4 catalogues the results of the analysis into households’ shock experience, while 
Section 4.5 tests, econometrically, the correlation between a range of household characteristics 
and the probability of experiencing a shock based on an approach used by Tesliuc and Lindert 
(2004) in Guatemala and Schwartz et al. (2011) in Melanesia. Section 4.6 then summarises the 
main findings and discusses some of the key limitations, and Section 4.7 concludes. 
4.2. Literature review 
4.2.1. Risk, shocks and vulnerability  
Households’ experiences of shocks are an integral component of analyses into vulnerability. 
Hoogeveen et al. (2004, p5) characterise the focus on risk (and shocks) in the determination of 
a household’s vulnerability as “risk-related vulnerability”. The authors contrast this with 
inherently vulnerable groups, that are ”weak and liable to serious hardship”; though they stress 
that the two concepts are linked, since vulnerable groups also often those most exposed to 
shocks and have the least capacity to cope with them.  
Substantial effort is made in the literature to examine the multifaceted nature of shocks. 
Heitzmann et al. (2002) observe that shocks tend to be characterised according to a number of 
factors: the nature and source of the shock; severity; frequency and timing of the shock (that is, 
whether a shock is a regular occurrence or part of the ordinary course of things and whether it 
coincides with other shocks); and correlation structure (that is, how widely the shock is felt).  
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In terms of the nature of shocks, different studies tend to focus on different shocks depending 
on the specific lens of the vulnerability analysis, as well as the referent object being studied. 
Shocks can emanate from natural sources, such as an earthquake, or human-induced factors, 
such as a spike in inflation, an unexpected illness or even a military coup. The World Bank 
provides a useful taxonomy of various shocks that can affect households (Table 4.1).  
Table 4.1: Examples of shocks by categories 
Categories of shock Examples of shocks 
Economic shock 
Unemployment, harvest failure, business failure, output collapse, balance of payments 
shock, financial crisis, currency crisis, technological or trade induced terms-of-trade 
shocks, etc. 
Natural shock  Heavy rainfall, landslides, volcanic eruptions, earthquakes, floods, cyclones, droughts, 
strong winds, etc. 
Health shock Injury, accidents, disability, epidemics (e.g. malaria), etc. 
Life cycle shock Birth, maternity, family break-up, death, etc. 
Social shock  Crime, domestic violence, terrorism, war, social upheaval, etc. 
Environmental shocks Pollution, deforestation, land degradation, etc. 
Political shocks Riots, political unrest, coup d’état, etc. 
Adapted from Holzmann and Jorgensen (2000); Heitzmann et al. (2002) 
 
Shocks can also be both positive (such as an unexpected windfall) as well as negative. 
However, from the perspective of vulnerability assessments, Calvo and Dercon (2005) argue 
that the focus should be on the effects of negative shocks since a household’s vulnerability to 
an adverse outcome should not be diminished by the fact that it also has possibilities for good 
outcomes. Empirical studies confirm that the respective effects of downside shocks are 
considerably larger than positive shocks at both the macroeconomic level (Briguglio et al. 
2009) and the human development level (Conceicau et al. 2009). Nonetheless, a given shock, 
such as a sharp rise in commodity prices, may be felt differently, at least in the short term, by 
net sellers (who experience a windfall gain) and net consumers (who experience a fall in 
disposable income) (Hoddinott and Quisumbing, 2003).  
The severity of a shock denotes the impact that it can be expected to have on the welfare of a 
household. While there is no accepted definition of how severe a shock must be in order to be 
considered material, a common lens through which shocks are viewed is their propensity to 
push a household into a socially unacceptable outcome, such as poverty (Alwang et al. 2001). 
Heitzmann et al. (2002) note that a key determinant of a shock’s severity is its timing. This can 
relate to whether a shock is an unexpected one-off event, such as a major disaster or a 
macroeconomic crisis, or a more regular (and thus predictable) occurrence that can be prepared 
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for, such as seasonal storms and food shortages.70 The latter are an important feature of the 
literature into vulnerability and climate change adaptation (Gregory et al. 2005). In addition, 
how shocks are “bunched”, can be a key determinant of the effect a given shock has on a 
household (Hoogeveen et al. 2004, p10). Tesliuc and Lindert (2004, p18) note that there is 
strong empirical evidence that “the impact of a shock is greater if the affected household is 
simultaneously hit by other shocks”.  
Shocks are also often characterised according to how widespread they are felt. Broad-based 
and exogenously determined shocks, such as a natural disaster and a global macroeconomic 
crisis, are generally regarded as being covariant, insofar as they affect a large proportion of 
households within a given community. In contrast, idiosyncratic shocks are considered to be 
those endogenously related to a household’s particular demographic, locational, or economic 
circumstance, such as the death or illness of a family member.  
However, the effects of a given shock, including its severity and how widespread it is felt, are 
a function of a number of factors. These include the characteristics of the shock itself, the 
extent to which households are exposed to the shock, as well as a raft of mechanisms in place 
(both at a household-level and at a broader institutional level) to ameliorate the effects of risk. 
Heitzmann et al. (2002) refer to this sequence of factors as the “risk chain”, with each link in 
the chain influenced by a range of household, environmental and institutional characteristics 
(see Chapter 5 for a more detailed discussion). Given the considerable heterogeneity in the 
extent to which households are exposed to shocks and their capability to cope, empirical 
studies of shocks have tended to show that few shocks are purely covariate (Dercon and 
Krishnan, 2000; Tesliuc and Lindert, 2004; Bhattamistra and Barrett, 2010). 
The importance of shocks in determining a household’s vulnerability has meant that substantial 
effort has been made in empirical vulnerability studies to try and understand the “riskiness” of 
households’ environments. However, accessing accurate data remains a challenge. Studies that 
have examined the household-level effects of covariate shocks have tended to rely on 
instrumental indicators of households’ experiences of shocks and their effects. Examples 
include wage and output data during macroeconomic crises (McKenzie, 2003) and rainfall data 
during periods of climactic variation (Christensen and Subbarao, 2005). While these data 
provide a useful view on the manifestation (and magnitude) of a given shock, they convey 
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 Dercon (2006, pp.8-9) suggests that risk, even when known, can propel households into poverty by distorting inter-temporal and resource 
allocation. “A standard example is income diversification, whereby activities and assets are diversified, so that risks are spread, or the 
formation of low-risk activity and asset portfolios, with activities skewed to more certainty, at the expense of mean returns.” 
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limited information on households’ actual experiences of the shock, which reflects both the 
shock itself as well as a raft of idiosyncratic factors. Consequently, Hoddinott and Quisumbing 
(2003) advocate for the use of households’ observed shock experience, with secondary sources 
used as complements. Such detailed studies, however, are rare and often only exist because of 
the specific focus of the study. Two examples in practice include households self-reported 
experiences of economic and other shocks in Guatemala (Tesliuc and Lindert, 2004) and 
households’ experiences of idiosyncratic health shocks in Bangladesh (Islam and Maitra, 
2012).  
This chapter takes a similar approach to the two aforementioned studies by taking advantage of 
self-reported data from a fit-for-purpose survey in order to capture households’ experiences of 
recent global macroeconomic and other shocks in Vanuatu and Solomon Islands.  
4.2.2. The transmission of global macroeconomic shocks to households in 
Vanuatu and Solomon Islands  
It is well accepted that, at a national level, SIDS such as Vanuatu and Solomon Islands, are 
particularly exposed to the effects of natural hazards and economic shocks (Chowdhury and 
Vidyattama, 2007; Guillaumont, 2010; Chapter 1). Yet despite the considerable exposure of 
the region to shocks, Feeny (2010) notes that there has been little formal work done that 
examines the effects of global macroeconomic shocks on individual households. To that end, 
little is known about whether households are exposed to global macroeconomic shocks, such 
as the recent spiked in food and fuel prices and the subsequent GEC, and to what extent each 
country’s considerable shock exposure influences households’ risk-related vulnerability, in 
general.  
Previous studies on global economic shocks across PICs, including Vanuatu and Solomon 
Islands, have tended to limit the focus to the macro effects of such events. For instance, 
Levantis et al. (2006) examined the effect of surging oil prices on PICs. They found that the 
generally high reliance on imported fuel in these countries means they are, in aggregate, 
susceptible to the pass-through of oil price inflation in the form of rising domestic costs and 
falling real incomes. Jayaraman and Lau (2011) also link volatility in oil prices with adverse 
fluctuations in aggregate economic output and international reserves in 14 PICs. Narayan and 
Prasad (2008) examined the volatility of the real effective exchange rate and found that, in 
Solomon Islands, shocks have a permanent effect on the business cycle.  
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A number of other studies have also concentrated on the macroeconomic vulnerability of PICs 
to recent global economic downturns. Fairbairn (2002) examined the budgetary implications of 
the East Asian financial crisis and found that Solomon Islands was particularly vulnerable to 
the effects of falling log prices, which fell in line with Asian demand, given the country’s 
dependence on agricultural exports. Yari (2003) found that following the East Asian financial 
crisis, Vanuatu had the most volatile export earnings in the Pacific owing to its high export 
concentration. Feeny (2010) attempted to investigate the macroeconomic impacts of recent 
macroeconomic shocks (i.e. the combination of the food and fuel price shocks and the GEC), 
as they played out in a range of PICs. He argued that while Solomon Islands would likely be 
adversely affected through falling commodity prices, both Vanuatu and Solomon Islands 
would be spared the effects of falling remittances, which were more likely to affect Polynesian 
countries, given the relatively large diasporas of those countries. Vanuatu’s relative resilience, 
in contrast, would likely reflect its burgeoning tourism sector and close links to the Australian 
tourism market.  
Of those studies that have drilled deeper to examine households’ exposure to shocks and their 
effects on welfare in PICs, most have tended to concentrate on natural disasters and the effects 
of climate change. Some studies, however, have tangentially examined households’ 
experiences of macroeconomic events through the propensity of climactic variation to cause 
variation in food and fuel prices. Schwartz et al. (2011) investigated three coastal communities 
in Solomon Islands in order to identify the multiple dimensions of vulnerability and 
households’ perceptions regarding their capacity to cope. While largely concentrating on 
“climate-related change and natural disasters” and “community conflict and ethnic tension” 
they found that a relatively large proportion of households had reported experiencing food and 
fuel price rises. McGregor, Bourke, Manley et al. (2009) assessed the vulnerability of PICs to 
food insecurity in the context of natural disasters and rising food prices. They note that the 
relatively large subsistence sectors in Melanesia and the ability to generate agricultural export 
earnings makes them relatively less vulnerable than atoll islands. However, they also found 
acute vulnerability to food insecurity in low-income urban households in Melanesia.71  
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 In a speech to a conference on the Global Economic Crisis  and Pacific Islands Chhibber (2009) explored the human and social dimensions 
of the food, fuel and financial crises associated with the GEC, though his analysis was for PICs more broadly and explored exposure to shocks 
through the lens of the MDGs. He found that, in general, PICs were open economies, however governments had limited scope for initiating 
conventional counter-crisis economic policies following the onset of macroeconomic shocks, which threatened to derail the already slow 
advancement toward achieving the MDGs in the region. In particular, falls in household real disposable income threatened to tip households 
into poverty, thereby placing significant stress on traditional support mechanisms as well as women.  
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Despite the limited academic research on the transmission of global economic shocks to 
households in Vanuatu and Solomon Islands, there are a number of stylised facts and 
discernible influences that provide a guide to households’ likely experiences of such shocks. 
This includes structural factors such as the coexistence of predominantly traditional 
smallholder livelihoods in rural areas with a market economy in urban areas, as well as 
dynamic factors associated with the secular shifts towards urbanisation and monetisation 
currently underway in PICs more broadly.   
4.2.2.1. The role of the dual economy and traditional economic systems  
A striking characteristic of both Vanuatu and Solomon Islands is the sharp contrast in 
livelihoods: on the one hand a relatively small share of households relies on wage labour for 
their income, while on the other hand the majority depend on smallholder agriculture, and 
sometimes cash crops, for their income. This dualistic economy, as it is known, is largely 
determined along urban-rural lines, and reflects the concentration of most non-agricultural 
sectors – including services, construction, government and basic manufacturing – in towns. 
The dual economy also underpins disparities in income distribution between rural and urban 
areas, though measures of income disparity between urban and rural are likely to be somewhat 
spurious given that smallholders in rural areas often derive a share of their livelihoods from 
outside the cash economy (McGregor, Watas and Tora, 2009; Chapter 3).  
The dualistic economy is important from the perspective of households’ exposure to shocks. 
Local political leader Ralph Regenvanu groups his native Vanuatu together with Melanesian 
neighbours Solomon Islands and PNG to discuss the importance of what he refers to as the 
“traditional economy” in providing Melanesian households with a unique resilience 
mechanism from shocks (Regenvanu, 2009). Regenvanu argues that a substantial proportion of 
Melanesian households (up to 80 per cent) reside in rural areas, and live according to the 
central tenets of the “traditional economy” (with universal access to land on which to access 
food and make a living, customary dispute resolution practices, and strong familial ties 
characterised by norms of sharing and reciprocity).  
Regenvanu contends that the “traditional economy” provides households with a buffer from 
the externally-generated macroeconomic shocks as well as a social security system that is 
largely absent in a formal sense. He argues: 
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 “the participation of the great majority of people in the traditional economy is 
far more important and pervasive than their involvement with the cash economy 
… it constitutes the political, economic and social foundation of contemporary 
Vanuatu (sic) society and is the source of resilience for our populations, which 
has allowed them to weather the vagaries of the global economy over past 
decades” (Regenvanu, 2009, pp.30-31).  
Other authors confirm that traditional economic systems provide people in the PICs with 
livelihoods as well as shielding households from the destructive effects of economic shocks 
and natural disasters (Wood and Naidu, 2008: Naidu and Mohanty, 2009; Ratuva, 2006; 
Gibson, 2006). 
In Vanuatu, at least, the combination of economic growth and the continued prominence of 
traditional systems have been cited as being illustrative of the positive intersection of modern 
and traditional institutions in Melanesia. Dinnen et al. (2010, p4) argue that such “hybrid 
institutional arrangements” have “enabled ni-Vanuatu to reaffirm local identity and kastom 
whilst pursuing economic and political liberalisation in ways that have so far eluded their 
northern neighbours”. Indeed, in real terms, GDP per capita in Vanuatu expanded by 2½ per 
cent, on average, in the five years to 2008 – to be one of the best performing economies in the 
Pacific region (World Bank, 2013a). Howes and Soni (2009) attribute this to both 
macroeconomic stability and the social cohesion that stems from such close-knit communities 
and the traditional economic systems. In Solomon Islands, while recent economic growth has 
been solid, it has come from a relatively low base following ethnic conflict, known as “The 
Tensions”.72 Both Vanuatu and Solomon Islands have also maintained a dual monetary system. 
Modern currency exists in parallel with traditional money (including pigs, tusks, shells and 
porpoise teeth) that has symbolic value in a variety of custom ceremonies, including 
mortuaries, marriages and misconduct; though, on occasion, traditional money has also been 
used to pay for school fees (Huffman, 2005; RBV, 2009). In fact efforts have been made to 
preserve the role of indigenous economic systems, with the Vanuatu Cultural Centre launching 
a “Traditional Money Banks in Vanuatu” project with UNESCO, and 2007 being declared the 
“Year of the Traditional Economy”. 
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 Solomon Islands continues to suffer from the after-effects of the civil conflict which ended in 2003. Incomes per head remain below their 
1998 levels. While GNI per capita grew by around 3½ per cent between 2003 and 2008, it has been driven largely by a combination of demand 
for logging and large increases in international aid flows (World Bank, 2010).  
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However, it has been recognised for some time that traditional economic systems cannot 
comprehensively insure households from shocks. Monsell-Davis (1993, p46) cited pockets of 
destitution in the PNG capital of Port Moresby as evidence of gaps in the informal safety net in 
Melanesia. Abbott and Pollard (2004) observed that growing inequality was evidence of the 
diminishing efficacy of redistributive mechanisms. While the PIFS (2012, p10) suggested in its 
most recent report on progress toward the MDGs that “the supportive social structure of 
Pacific societies is often over romanticised and is widely seen as being under stress from high 
levels of urbanisation migration and increasing monetisation of economies” (see Chapter 5 for 
a more detailed discussion on traditional safety nets).  
4.2.2.2. The role of urbanisation and monetisation  
The dynamic “spatial shift” from rural to urban livelihoods underway across PICs is also 
having a profound effect on societies, including their exposure to shocks (Storey, 2006, p1). 
This is particularly acute in Vanuatu and Solomon Islands where rates of urbanisation are 
amongst the most rapid in the world, having grown, on average, at around 4½ per cent per 
annum over the past 20 years. While such growth is coming from a particularly low base, the 
urban population as a percentage of the total has near-tripled in each country since the 1960s 
(World Bank, 2013b). Connell (2011, p123) attributes the rapid urban drift to a combination of 
modern transportation, as well as stagnation of rural development and the increasing 
significance of urban economies in global markets. These, he argues, increase both the 
“opportunity and logic” for internal migration. In addition, as people have migrated inwards to 
towns, markets have increasingly penetrated outwards to rural areas, where “even the most 
isolated rural dweller needs cash to pay for tea, sugar, kerosene, metal implements, boat, ship 
or truck transport, and school fees” (Regenvanu, 2009, p30).    
The large influx of internal migrants has helped underpin the rapid growth of cities such as 
Port Vila and Honiara in recent decades. This has led to cities becoming centres of wealth, 
employment, politics and service provision. However, at the same time, the combination of 
poor urban planning and anaemic job creation has meant that urban areas such as Port Vila and 
Honiara have also become hubs of poverty and inequality (Storey, 2006). This latter aspect of 
urban life is a key focus of this research. 
Indeed, the contemporary experience in PIC cities now mirrors, to some extent, those of urban 
residents in other developing country contexts. Moser (1998, p4) identified three generalised 
characteristics of urban life that differentiate it from rural areas. These include: overcrowding, 
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pollution and poor sanitation; greater commoditisation of labour; and social fragmentation, 
given the relatively greater economic and social heterogeneity in urban areas. Each of these 
three characteristics is now evident in the urban areas of Vanuatu and Solomon Islands, with 
important consequences for households’ exposure to global macroeconomic and other shocks.  
Newly-arrived migrants from outer islands tend to settle amongst family and ethnic brethren 
rather than establishing new social ties in urban communities. While this reinforces rural and 
cultural ties, it also places considerable strain on the incumbent residents who are obligated to 
look after rural kin (Maebuta and Maebuta, 2009). The lack of urban planning also means that 
migrants are increasingly finding themselves in informal, high-density settlement communities, 
often situated on marginal land on the fringes of town. Often these settlements are the result of 
an informal agreement with traditional landowners, or an illegal settlement on government 
land, which prevents households from having access to key services such as water, sanitation 
and electricity.73 Environmental degradation is often the result, which heightens residents’ 
exposure to environmental shocks such as flooding, landslides and storms. The combination of 
density and degradation also limits the land available for food gardens, therefore forcing 
households to increasingly purchase food from markets and stores (Kidd et al. 2010). Chung 
and Hill (2002) investigated informal settlements in Port Vila and found that whilst some 
households had access to permanent dwellings and a food garden, many in the most crowded 
settlements did not. 
In both Vanuatu and Solomon Islands, most formal employment is concentrated in urban areas, 
in particular the capital cities. Accordingly, wages comprise a much higher share of household 
income in capital cities than in non-capital regions (GoSI, 2006; GoV, 2006). Agricultural 
Census information suggests that rural communities, in contrast, tend to be relatively more 
dependent on producing goods for their own consumption and peddling goods at markets, and 
in some circumstances, earning income from cash crops such as kava (in Vanuatu), betel nut 
(in Solomon Islands), copra, cocoa and coffee (GoV, 2007). However, the inadequate rate of 
formal sector job creation in urban areas has also given rise to a burgeoning stock of idle and 
under-utilised labour. Cox et al. (2007) suggest that, in squatter settlements the combination of 
these factors is giving rise to an emerging form of poverty, akin to abject poverty seen in other 
developing countries (see Chapter 3 for a more detailed analysis into urban poverty). This 
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 In Vanuatu, Chung and Hill (2002, p10) note that the fastest growing regions of urban areas are the informal settlements, which have grown 
at twice the rate of urban population growth in general, while in Solomon Islands Maebuta and Maebuta (2009, p119) note that unauthorised 
settlements were growing at 26 per cent per annum in 2006 and that of the total population of Honiara (50,000), some 17,000 were illegal 
settlers living on government land. 
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squares with the observations of Chung and Hill (2002) who found that, in the settlements of 
Port Vila most households were materially poor and faced difficulties in meeting their basic 
needs for food, clothing and money because of a combination of reliance on wage income and 
insufficient labour demand. Maebuta and Maebuta (2009) also found that while households in 
the squatter settlements of Honiara generally had access to wage income, this was often limited 
to one individual who was responsible for a large number of dependents. 
Augmenting the existing stock of underutilised labour is the combination of school leavers and 
inward migrants (which tend to be both uneducated and little qualified for urban employment) 
(ILO, 2009a; Close, 2012).74 The mismatch between labour supply and job opportunities is 
further aggravated by the limited emigration opportunities available for Melanesians (Duncan 
and Chand, 2002; Henzel, 2012, p5). The result is that much of the underutilised supply of 
labour is absorbed into increasingly competitive informal labour markets, where wages and 
conditions are unregulated (Waring and Sumeo, 2010; Storey, 2006). While, for the most part, 
informal labour is absorbed into market peddling activities and day labouring, there has also 
been an observed increase in prostitution and organised crime (Cox et al. 2007, p18; Maebuta 
and Maebuta, 2009).  
Such structural characteristics of livelihoods in urban areas also appears to be at odds with the 
informal systems of social support that Regenvanu (2009) identified as being key to insulating 
households from adverse shocks. For the first time in their respective histories, Vanuatu and 
Solomon Islands are acquiring generations of young people who have grown up in an urban 
environment – separated physically and culturally from the community-oriented traditions of 
their rural ancestors. These cultural changes, coupled with overall economic marginalisation, 
are causing youth, in particular, to be increasingly alienated from their communities (Cox et al. 
2007). The resultant economic and social heterogeneity is fuelling social tensions and crime 
(Storey, 2006). Importantly, they direct threaten the integrity of the informal safety net, and 
thus urban households’ insulation from adverse economic shocks, given that they affect the 
very essence of the traditional system: the social norms of mutual obligation and trust 
(Connell, 2010; AusAID 2012b; AusAID, 2012c).  
In rural areas, too, households’ exposure to global macroeconomic shocks is likely to have 
increased in line with their demands for cash balances. Few households now live outside the 
market economy on completely subsistence lifestyles, even in the most remote areas, and while 
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 In Vanuatu, for example the annual output from the education system is 3,500 while the formal economy produces less than 700 jobs a year 
(ILO, 2009a)  
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traditional economic systems continue to play an important role in people’s day-to-day lives in 
rural areas, so too does the market economy (ADB 2009a; Cox et al. 2007). Cash is 
increasingly needed to pay various items, including: the rising costs of education, health care 
and other government services (Regenvanu, 2009); the increased use of imported fossil fuels 
for transport and lighting (ADB, 2009a); the increased penetration (and uptake) of mobile 
phone networks (Pacific Institute of Public Policy 2008); and expanding retail businesses and 
preferences for imported foods and consumer goods (Abbott and Pollard, 2004). Indeed, 
imported foodstuffs, in particular white rice and canned meat, have become staples in most 
parts of both countries – both urban and rural alike (GoSI, 2006; Pacific Institute of Public 
Policy, 2011a; 2011b). Cash is also increasingly needed to pay for traditional social exchanges, 
such as compensation, which are being increasingly monetised and seen as a way to generate 
income (Dinnen et al. 2010, p12).  
On the producer side, growers of cash crops, such as timber, copra, palm oil and cocoa are also 
exposed to global economic shocks through the prevailing prices of the commodities they sell. 
McGregor, Bourke, Manley et al. (2009, p34) suggest that when examining food price 
movements in PICs, a distinction should be made between those that are made substantially 
worse off as a result of food price rises, such as poor urban households that buy most of their 
food, and those that are made substantially better off, including those households whose 
increased expenditure on food is significantly less than their increase in income from selling 
produce that has also increased in price. Therefore, while a given sharp rise in commodity 
prices may constitute a negative price shock for net consumers of agricultural products, it may, 
on the flipside, represent a positive price shock for net sellers of agricultural goods; and vice-
versa during commodity price falls. Indeed, evidence from both the World Bank (2010) and 
IMF (2011a; 2011b) indicates that cash-crop production is relatively elastic in Melanesia, with 
farmers shifting their labour between the cultivation and harvesting of food and cash crops 
based on the signal provided by international commodity prices. However, these reports note 
that a key precondition for being able to reap the full benefits of increasing commodity prices 
is that farmers have access to finance as well as functioning transport networks – both of which 
are often unavailable. 
The upshot is that while the local environment and systems of informal social support have 
traditionally buffered households in Vanuatu and Solomon Islands from the effects of global 
macroeconomic shocks, structural changes including urbanisation and monetisation, in both 
countries have reoriented households away from traditional livelihoods and towards formal 
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market systems. On the face of it this is likely to have heightened households’ vulnerability to 
such shocks. However, the extent to which these factors are playing out remains largely 
unstudied. Related to this, also little is known about the way that households’ experiences of 
economic shocks compounds their experiences of other shocks.  
4.3. Data and methodology 
This chapter specifically examines households’ experiences of global macroeconomic and 
other shocks in Vanuatu and Solomon Islands. Fieldwork for this study was conducted during 
early 2011 and consisted of 955 household surveys administered across twelve communities 
(See Chapter 2 for more information). The survey was explicitly targeted to capture 
information on households’ experiences of food and fuel price inflation associated with the 
steep rise in international commodity prices leading into the GEC, and the effects of the GEC 
itself (see Chapter 1 for a detailed description of these shocks at the global level). It also 
captured information on households’ experiences of a number of other shocks that can affect 
households’ well-being.  
In order to determine households’ experience of price shocks, the survey asked respondents to 
nominate whether, in their view, the price that they paid for food and fuel had changed in the 
two years preceding the survey (Table 4.2).75 This was presented in two distinct ways. Firstly, 
households were asked whether they had experienced a change in the nominal price level of 
food and/or fuel using a five-point Lickert scale, with the mid-point representing no change. If 
the household nominated either the fourth or fifth item on the scale (i.e. that prices had 
increased, or increased a lot, over the relevant timeframe) then that was considered evidence of 
a household’s exposure to a rise in the nominal price level of food and/or fuel that coincided 
with the rise in international commodity prices. To the extent that this simply focuses on the 
change in price levels, it is characterised as a nominal inflation shock.  
Secondly, the survey also attempted to examine households’ experiences of relative price 
changes. To that end, households were asked whether purchasing food and fuel had become 
easier or harder over the same timeframe using a similar Lickert scale to the one described 
above. The underpinning assumption was that, abstracting from issues of availability, if a 
household found purchasing a particular good more difficult, then, in all likelihood, the price 
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 While the period under review is not strictly aligned with the peak in international commodity prices which occurred in mid-2008, and the 
subsequent global recession in 2008/09, UNICEF (2009) notes that there is a lag in the transmission of global shocks to the Pacific. Consistent 
with this, domestic prices in Vanuatu and Solomon Islands continued to rise, albeit more modestly, and remained elevated after the initial 
shock (see Figure 1.4). In addition, growth in per capita incomes also remained subdued in each country (see Figure 1.5). 
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of that good had either increased relative to the price of all other goods (i.e. the price had 
increased in real terms) or had increased faster than any increase in household income (and 
therefore had grown as a proportion of households’ disposable income). To the extent that this 
focuses on relative prices, it is characterised as a real inflation shock. In the absence of reliable 
localised information on prices and incomes, it is assumed that households’ perceptions are a 
reliable indicator of real price movements.  
In addition to price shocks, households were also asked to nominate whether they had 
experienced a number of other shocks (Table 4.2). These shocks were initially disaggregated 
into two broad classifications: income shocks, and other shocks idiosyncratic to the individual 
household. Households could report more than one shock for each group. Respondents were 
asked whether they had experienced an event that had “made life hard” from a list, or had 
experienced an event that had given rise to receiving “less money than you expected” from a 
list provided. In addition, households were asked to nominate whether they had experienced a 
positive shock, defined as an event when the household “received more money than expected”. 
Table 4.2: Shock classifications  
Includes only adverse shocks. Positive shock types are specified in Appendix F. 
Source: Author. 
Price shocks Income shocks Idiosyncratic shocks 
 
Nominal inflation shock:  
Using a Lickert Scale, respondents 
were asked to separately nominate 
the change in food and fuel prices 
in the two years leading up to the 
survey according to the following 
classification: 
 
1. Down a lot 
2. Down 
3. Stayed same (no change) 
4. Up  
5. Up a lot  
 
Respondents were asked to 
nominate whether any of the 
following shocks had caused the 
households to “receive less money 
than expected”: 
 
• Lost a job  
• Had wages or hours cut  
• Tourism in the area went down 
• Natural disaster 
• People stopped buying the 
things we sell  
• We ran out of the things we 
sell  
• Family/friends sent less money 
(remittances) 
• Other 
Respondents were asked to 
nominate whether any of the 
following shocks had “made life 
hard”: 
 
• A natural disaster 
• Crops failed 
• Livestock stolen 
• Crops stolen 
• Death of a household member 
• Someone in the house losing a 
job  
• Someone in the house having 
their working hours cut  
• Default on a loan 
• Severe illness or injury of a 
household member 
• Victim of crime 
• Divorce/separation 
• Wantok moving into your 
house 
• Custom event 
• Any other significant event 
that made life hard  
 
Real inflation shock: 
Using a separate Lickert scale 
respondents were also asked to 
nominate whether there has been 
any changes in terms of the ease of 
purchasing food and fuel in the two 
years leading up to the survey 
according to the following 
classification: 
 
1. A lot easier 
2. Easier  
3. Stayed same (no change) 
4. Harder  
5. A lot harder 
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4.4. Cataloguing shock experience  
4.4.1. Grouping shocks 
In order to catalogue the different shocks experienced by households in Vanuatu and Solomon 
Islands, the shocks described above were classified into 20 separate shocks. These include a 
number of adverse price and non-price economic shocks (including environmental and social 
shocks) and one positive shock (see Appendix F). In addition to more accurately illustrating 
the nature of the different shocks experienced by households, specifying shocks separately has 
at least two advantages. Firstly, it allows for subsequent re-aggregation of shocks according to 
different criteria, or according to the results of factor analysis (described below). Secondly, 
separately identifying each shock type militates against unnecessary duplication.76  
For analytical purposes, the 20 shocks were aggregated into ten primary shocks (nine negative 
one positive) experienced by households (Table 4.3). This follows an approach used in Tesliuc 
and Lindert (2004) for grouping coincident shocks (in other words, those shocks that tend to 
hit the same household during the period under review). Shock experiences were grouped on 
the basis of their correlation structure as well as factor analysis (see Appendices G and H). 
Since shock experience data are binary, in each case a tetrachoric correlation matrix was used 
(see Castellan, 1966; Kolenikov and Angeles, 2009).  
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 For instance, in designing the survey, a natural disaster was initially included in both the idiosyncratic shock list and the income shock list 
(see Table 4.2). However, a substantial percentage of households (more than 80 per cent) that nominated a natural disaster as an idiosyncratic 
shock also nominated a natural disaster as an income shock – a valid preposition given that such events can affect both quality of life and 
incomes. In the absence of more detailed secondary information on natural disasters at the village level in Melanesia, the assumption is that the 
household is referring to the same disaster and only unique values are included. 
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Table 4.3: Primary shock experiences of households in Vanuatu and Solomon Islands  
Percentage of sample in parentheses 
Shock type Description# Total N=955 
Urban 
N=337 
Rural 
N = 618 
Pr
ic
e 
sh
o
ck
 
Nominal 
inflation  
A household experienced a nominal food price shock 
or a nominal fuel price shock. 
871 
(91.2) 
316** 
(93.8) 
555 
(89.8) 
Real inflation A household experienced a real food price shock or a 
real fuel price shock. 
784 
(82.1) 
284 
(84.3) 
500 
(80.9) 
Severe nominal 
inflation  
A household experienced a severe nominal food price 
shock or a severe nominal fuel price shock. 
252 
(26.4) 
101* 
(30.0) 
151 
(24.4) 
Severe real 
inflation 
A household experienced a severe real food price 
shock or a severe real fuel price shock. 
144 
(15.1) 
67*** 
(19.9) 
77 
(12.5) 
N
o
n
-
pr
ic
e 
sh
o
ck
 
Labour market Household experienced reduced employment (job loss 
or reduced hours) or wages were cut. 
149 
(15.6) 
84*** 
(24.9) 
65  
(10.5) 
Environmental A household experienced either a natural disaster or a 
crop failure shock. 
647 
(67.7) 
176*** 
(52.2) 
471 
(76.2) 
Crime Victim of crime (theft or goods, livestock, or crops). 349 (36.5) 
109*** 
(32.3) 
240 
(38.8) 
Lifestyle Custom shock or a death / illness shock.  359 (37.6) 
124 
(36.8) 
235 
(38.0) 
Moving in  Sudden increase in household size. 109 (11.4) 
64*** 
(19.0) 
45 
(7.3) 
Positive economic 
shock 
Positive labor-market shock, including a rise in 
commodity prices, one off-transaction, asset sale or 
increase in remittances.   
249 
(26.1) 
86 
(25.5) 
163 
(26.4) 
# Descriptions of each individual shock type are provided in Appendix F. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
*, **, *** indicate the results of t-tests of significance between rural and urban households at the 10, 5 and 1 per cent levels of significance, respectively. 
Shocks are comparable with those presented in Appendix F. Shocks relating to fall in demand fall in supply and fall in remittances and ‘other’ were excluded 
due to a lack of data. 
Source: Author. 
The result is that price shocks are categorised into nominal inflation shocks (which includes a 
nominal increase in the price of food or fuel) and real inflation shocks, as well as particularly 
severe versions of each type of inflation shock (that is those that nominated that prices 
increased “a lot” or that purchasing had become “much harder”). Non-price shocks are 
aggregated into a number of subsets, including environmental shocks (including crop failure 
and natural disaster) and shocks that reflect the lifestyles of individual households (including 
custom shocks and a death / illness shock).77 The experience of a crime shock has a similar 
factor loading to environmental shocks, and therefore the two could arguably be grouped 
together. However, crime is kept separate given that the proximate causes of the loss from 
crime are materially different to those related to environmental shocks. The remaining negative 
shocks include adverse labour-market shocks and a sudden increase in household size resulting 
from a family member moving in. These shocks are separately specified partly because of the 
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 These results were confirmed when only the nominal inflation shocks were included, as well as when the analysis was limited to real 
inflation shocks. Consequently nominal inflation shocks have been separately specified to real inflation shocks. The appropriateness of 
retaining the first three factors was confirmed using a number of different robustness tests, including conducting principal component analysis 
on the tetrachoric correlation matrix, examining a scree plot of the eigenvalues of the covariance or correlation matrix and a parallel analysis 
that compared the eigenvalues of the dataset of interest and those from a random dataset with the same numbers of observations and variables 
as the original data.  
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lack of a clear statistical bunching effect and also partly because they target two specific 
effects of interest in this research – the possible manifestation of the GEC and the impacts of 
migration, respectively. Positive economic shocks are also separately specified.  
Looking at the sample as a whole, almost all households (98 per cent) experienced at least one 
negative shock between 2008 and 2010, while 26 per cent experienced a positive shock. Most 
households (91 per cent) experienced some form of price shock (i.e. either a food price or fuel 
price inflation). However, even excluding the effects of price shocks, a high proportion of 
households (89 per cent) reported experiencing at least one negative shock. Environmental 
shocks were also particularly prominent, having been experienced by more than two thirds of 
households. Around 16 per cent of households reported experiencing a fall in employment.  
4.4.2. Shock experience by individual communities78 
4.4.2.1. Price shocks  
In all of the twelve communities surveyed a high proportion of households reported that they 
had experienced a nominal inflation shock. While urban communities, as a whole, were 
statistically more likely than rural communities to experience a nominal inflation shock, the 
absolute numbers for both regions were high, at 94 per cent compared with 90 per cent, 
respectively. There was statistically no difference between households’ experience of a 
nominal inflation shock between Vanuatu and Solomon Islands.  
That most households experienced a nominal rise in prices is consistent with the fact that 
consumer price index (CPI) data in each country indicated that nominal fuel and food prices 
increased strongly between mid-2008 and mid-2010, by 1.7 per cent on average each quarter in 
Vanuatu, and a particularly brisk average quarterly rate of 3.0 per cent in Solomon Islands. 
This was reflected in real food prices, which rose on average each quarter, by 0.8 per cent in 
Vanuatu and by 0.9 per cent in Solomon Islands over the same timeframe.79  
Using the measure of a real inflation shock described in Table 4.2 above, 82 per cent of total 
households experienced a price shock. While still high, this represented a statistically 
significant fall from the percentage that experienced a nominal inflation shock. This provides 
some prima face evidence that, in general, rises in household incomes did not keep pace with 
inflation and that households’ real disposable incomes fell during the shock period. However, 
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 The following discussion relates to the results in Table 4.3 and the detailed breakdown of shocks by individual community, presented in 
Appendix I.  
79
 Real food prices, in this instance, is calculated by deflating the food CPI by the aggregate CPI. 
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the relatively lower rate of exposure to a real inflation shock suggests that some households 
were able to offset the effects of rising prices on their real disposable income. When the 
definition of a price shock is narrowed to include only those households that experienced a 
particularly severe increase in prices, the rates of shock experience fell significantly, to only 
26 per cent of households (nominal inflation) and 15 per cent (real inflation).  
However, the distinction between a price shock and a severe price shock is, at best, woolly. It 
is also likely to be subject to respondent bias regarding what a normal price change represents. 
Schwartz et al. (2011, p1129) note that “although shocks, unforeseen events, and changes 
affecting people’s lives and livelihood are part of an objective reality, individual and collective 
responses and adaptation are also influenced by the subjective perceptions people have about 
reality”.80 Consequently, in the absence of reliable secondary information to triangulate the 
reasons behind such discrepancies between severe and non-severe price shocks, and in order to 
overcome potential issues of respondent bias, the reminder of this chapter will focus on 
households’ experiences of inflation shocks, broadly defined. In particular it focuses on real 
inflation shocks, given the fact that real price movements communicate additional information 
regarding the effect of the shock on households’ real disposable income.81  
Across communities, households’ experiences of real food price shocks tended to be more 
covariate than experiences of real fuel price shocks. In all communities, save for Luganville 
and GPPOL, the experience of food price shocks was more widespread than fuel price shocks 
(Figure 4.1).82 The variance in the rate of shock experience between communities was also 
smaller for food price shocks than for fuel price shocks. These results may be a reflection of 
the fact that the demand for food tends to be relatively less price elastic than the demand for 
fuel and that households’ are therefore generally more exposed to volatility in food prices than 
fuel prices. They also accord with the notion that exposure to fuel price fluctuations is, at the 
margin, likely to be determined by the extent to which a household consumes fuel. This, in 
turn, is likely to be more heterogeneous across households and dependent on fuel needs (and 
access) in a given community.  
 
                                                           
80
 For instance, Tesliuc and Lindert (2004, p15) found that households in Guatemala reported their experiences of the same information shock 
differently, with wealthier households tending to “complain” about inflation more than poorer respondents.  
81
 A real inflation shock therefore includes all households that indicated that price increases made life “harder” or “a lot harder”. It is 
recognised that this is also likely to include some element of responder bias (see Section 4.5), though this is within tolerable limits since it is 
the best measure of households’ experiences of price shocks on hand. That the measures of real inflation shocks also communicate information 
on households’ real disposable income provides a key link with the analysis into resilience in Chapter 5.  
82
 T-tests confirm that the difference between households’ experiences of food and fuel price shocks was statistically significant in the 
communities of Auki, Baravet, Malu’u, Vella Lavella, Port Vila and Weather Coast.  
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Figure 4.1: Households’ experience of real food and real fuel price shocks  
Percentage of households, by community* 
 
*Communities have been assembled, broadly, in terms of their increasing remoteness from central markets (as per Figure 3.1). 
Source: Author. 
On the face of it, the fact that a relatively high proportion of households in rural communities 
experienced a real food price shock is surprising, given the centrality of food gardens, where 
traditional root crops are cultivated and harvested for livelihoods and sustenance. However, 
Jansen et al. (2006) note that few households (if any) in Melanesia are likely to derive their 
complete subsistence from the garden and rather, most households are likely to blend semi-
subsistence from their garden with consumption of store-bought food. The result is also 
consistent with the findings of Zezza et al. (2008) who show, using detailed household surveys 
in a range of developing countries, that most poor households – even in rural areas – are often 
net buyers of food. 
Information from this research’s household survey confirms, to some extent, that few 
households in Vanuatu and Solomon Islands live entirely subsistence lives. Comparing access 
to gardens with the primary food-sourcing behaviour of the household, the results show that 
urban households tend to have relatively limited access to gardens, and thus a reasonably high 
reliance on store-bought food. However, a non-trivial share of rural households also relied on 
purchased food as the primary food source, despite the almost-universal access of gardens 
(Figure 4.2). This suggests that purchasing at least some of the households’ food needs is likely 
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to be a widespread practice in rural areas, and squares with the findings of studies into food 
preferences in the region (Pacific Institute of Public Policy, 2011b).  
Figure 4.2: Reliance on environmental and market-based systems for food  
Percentage of sample; rural and urban communities*  
 
*For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
 
Another explanation for the relatively high proportion of rural households facing food price 
inflation is that food prices were likely inflated by rising fuel costs. According to the ADB, 
fuel price rises are likely being magnified at each link of a very long value chain out to the 
most remote communities, and being subsequently passed on to consumers through food prices 
– particularly for those foods that arrive by ship (ADB, 2009b).  
4.4.2.2. Non-price shocks  
Households’ observed experiences of adverse labour market shocks, including both an 
unexpected job loss and a reduction in hours worked or wages paid, are assumed to be, at least 
in part, a manifestation of the GEC in Vanuatu and Solomon Islands. This is in line with 
international evidence, including from other PICs, in which households were linked to the 
effects of the GEC via weakening demand for labour and unemployment (AusAID, 2012b, 
pp.16-17).  
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Households’ experiences of adverse labour market shocks were largely determined along 
geographical lines, reflecting the dualistic nature of the economy in each country. In urban 
areas 25 per cent of households reported experiencing the shock, compared with 11 per cent in 
rural areas – a statistically significant difference. The highest rates of shock experience were 
recorded in each of the capitals. The concentration of labour markets shocks in these regions is 
consistent with concentration of wage employment in urban areas according to Census data 
(Figure 4.3). HIES data in each country also indicate that wage income accounts for a much 
higher share of total household income in the capitals than the respective national average – 
representing 49 per cent in Honiara (compared with 26 nationally) and 75 per cent in Port Vila 
(compared with 39 per cent nationally) (GoSI, 2006; GoV, 2009). Outside the capitals, 
Luganville in Vanuatu and the rural, yet well-connected, community of GPPOL in Solomon 
Islands also experienced relatively high rates of labour market shocks (24 per cent and 27 per 
cent, respectively); potentially illustrating the household-level experiences of the collapse in 
world trade on copra and palm oil exports.  
Figure 4.3: Employment types by location in Vanuatu and Solomon Islands 
Census data; total individuals employed as a percentage of workforce in each region*  
 
*Formal employment includes private employee, self-employed, waged, or employer; informal employment includes voluntary work, unpaid 
family work, producing goods for sale, producing goods for own consumption and household duties.  
Sources: Vanuatu Census 2009, Table 7.8; Solomon Islands Census 2009 Table 1. 
Turning to environmental shocks, natural disasters and crop failures were both significantly 
more prevalent in rural areas than urban areas. This may reflect some endogeneity related to 
the dualistic economy, since non-urban households are relatively more reliant on natural 
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resources for their livelihoods, and so may experience a given natural event relatively more 
acutely. However, it may also reflect households’ exposure to specific localised events. In 
Solomon Islands, the communities of the Weather Coast and GPPOL in Guadalcanal and Vella 
Lavella in Western Province had the highest proportion of households that reported 
experiencing an environmental shock. Guadalcanal is “by far the most disaster-affected 
province in the country” with the Weather Coast and Guadalcanal Plains renowned for their 
susceptibility to severe storms and flooding (SIMPGRD, 2001, p10). While in April 2007 the 
island of Vella Lavella experienced the effects of a powerful earthquake and tsunami that 
killed 52 people across the Western Province and caused substantial destruction to villages and 
coastal habitats and livelihoods (USGS, 2007; Schwarz et al. 2007; Prange et al. 2009). While 
strictly outside the reference period for the survey, it would be unsurprising if this effect were 
not being captured in the survey.83 Similarly, the geographically remote Banks Islands and 
Baravet on Pentecost reported the highest incidence of natural disasters in Vanuatu – again 
potentially reflecting the relative reliance on the natural environment in remote locations and 
the inordinate exposure of Vanuatu to natural disasters.84  
Urban households in Vanuatu also recorded a much higher exposure to crop failures than urban 
households in Solomon Islands (Figure 4.4). When the urban communities are disaggregated 
into their individual settlements it is evident that the experience of losing a crop is related to 
the availability of gardening land. Ohlen, Blacksands and Burns Creek – the urban settlements 
where the experience of crop failure was most pronounced – have much higher access to 
gardening land (between 76 per cent and 95 per cent reported having a garden) than the other 
capital city settlement, White River, where the availability of gardening land is much more 
limited. However, there may also be a unique capital city effect playing a role, since 
communities in the second largest metropolitan regions of Auki and Luganville have broadly 
similar access to gardens, yet much smaller proportions of households reporting a crop failure. 
This may be a manifestation of overcrowding, pollution and general environmental 
degradation of informal settlements in capital cities (Connell, 2011, p128). 
 
 
                                                           
83
 Schwartz et al. (2011) found that the 2007 tsunami was still very much in people’s minds several years after the event. 
84
 However, it should be noted that anecdotal information from survey respondents suggests that the loss of crops data may not solely reflect 
generalised environmental disturbances. Rather, a number of survey respondents indicated that untethered livestock were also capriciously 
“spoiling gardens”, suggesting that the shock may also have an important idiosyncratic component. 
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Figure 4.4: Gardens and crop failure shocks in urban communities 
Percentage of households in the individual settlements of each urban community 
 
Source: Author. 
 
Of the remaining shocks, urban households were statistically more likely than rural areas to 
report experiencing the shock of a family member moving in (19 per cent compared with 7 per 
cent); potentially reflecting the effects of inward urban migration. There was no discernable 
pattern in the distribution of households reporting being the victim of crime; Banks Islands was 
a notable outlier with 71 per cent of households, which is likely to be a reflection of 
unobserved community-specific factors.  
4.4.2.3. Positive shocks  
The experience of positive shocks was mixed across communities. In part this is likely to 
reflect factors idiosyncratic to the household and the community (Appendix J). Overall, 26 per 
cent of households experienced a positive shock, with Banks Islands and Honiara having the 
largest proportion (around 40 per cent and 36 per cent, respectively). In both of these 
communities, the bulk of households nominated a new job as the source of the shock. In the 
Banks Islands this may reflect the advent of recruitment agencies targeting individuals in 
Torba Province for overseas seasonal worker schemes (see Chapter 2). While in Honiara this 
mainly reflected a combination of positive labour market events (which includes securing new 
work as well as receiving more remuneration for existing work) as well as other factors. In 
Hog Harbour, where around 35 per cent of households nominated a positive shock, a large 
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proportion of households nominated tourism as the reason for the positive shock – an 
unsurprising result given its proximity to the increasingly popular tourist destination 
Champagne Beach (see Chapter 2).  
The fact that labour markets were a key source of positive shocks in Honiara illustrates the 
extent of labour market churn in urban areas. In fact, around one quarter of all households 
surveyed in the urban settlement of White River in Honiara indicated that they experienced 
both a positive and a negative labour market shock. Such shifting in and out of work is 
consistent with Cox et al. (2007, p14) observations of “target work” in Melanesia, in which 
individuals “tak(e) on casual labour or other income-earning activity only for as long as 
required to meet a specific financial target”.85 Such labour market fluidity highlights that 
caution should be exercised when attributing adverse labour markets with the effects of the 
GEC.  
Interestingly, rises in agricultural commodity prices were not a prominent feature of 
households’ experiences of positive shocks (Figure 4.5). In total, only around 5 per cent of 
households nominated that they had experienced a commodity price windfall during a period 
of sharply increasing commodity prices. The remote community of Weather Coast recorded the 
highest rate, albeit with a still-modest 10 per cent. That the known cash-crop growing 
communities of Baravet, GPPOL and Malu’u did not nominate positive shocks in greater 
numbers is curious. It could be linked to the recall period – at the time of the survey 
commodity prices were on the downswing and households may have chosen to remember only 
the negative effects of commodity prices. Additionally, it may also reflect the fact that 
households failed to benefit from the upswing when it occurred – possibly owing to other 
constraints, such as transport or finance.   
 
 
 
 
 
                                                           
85
 Admittedly Cox et al. (2007) focuses on Vanuatu. However, the results of this analysis suggest that similar characteristics are evident in 
Solomon Islands as well.  
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Figure 4.5: Experience of positive shocks  
Percentage of households, by community*  
 
*Communities have been assembled, broadly, in terms of their increasing remoteness from central markets (as per Figure 3.1). 
Source: Author. 
4.4.2.4. Number of shocks experienced  
Another useful metric of shock experience is the number of shocks that households 
experienced. Limiting the focus to six separate adverse shocks (i.e. each of the five non-price 
shocks from Table 4.3 plus the real inflation shock) households, on average, experienced 
2.5 separate shocks (Figure 4.6). Only a small percentage of households (2 per cent) 
experienced no shocks, while 16 per cent of households experienced more than three shocks. 
Even when price shocks are excluded the share of total households that reported experiencing 
no shocks is small, at 13 per cent. There was no statistically significant difference in the 
average number of shocks experienced between Vanuatu and Solomon Islands or between 
rural and urban regions, suggesting that shock experience is a part of households’ life in each 
country, irrespective of their location.  
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Figure 4.6: Number of adverse shocks experienced by households  
Per cent of total sample  
 
Source: Author. 
 
4.4.3. Shock experience and well-being: dealing with endogeneity 
One potential issue with examining the incidence of economic and other shocks at a 
community level is that a household’s shock experience may not simply be a function of its 
location, but also its level of welfare. For example, poor households may be more exposed to 
particular types of shocks, such as crop failures, owing to their different livelihood strategies, 
or their limited inability to implement risk mitigation mechanisms. Noting the potential 
endogeneity problem with shock experience in Guatemala, Tesliuc and Lindert (2004) stratify 
their sample according to the wealth of the households. They find that poor households are 
more exposed to environmental shocks, while wealthier households (which are better able to 
insure themselves against natural shocks) are more often the victims of human-induced shocks, 
such as inflation. This chapter follows a similar approach and dichotomises the sample on the 
basis of headcount MPI poverty, which was calculated for each community using the same 
survey data (see Chapter 3).   
Table 4.4 shows the proportion of poor and non-poor households that experienced each shock. 
The results confirm that across both countries environmental shocks are disproportionately 
experienced by poorer households while non-poor households are more likely to experience a 
positive economic shock. These differences are statistically significant. Poor households were 
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also statistically more likely to experience a food price shock, both in nominal and real terms; 
though in each case the rates for both cohorts were very high. In contrast, poverty was not a 
determinant in the relative experience of fuel price shocks. 
Table 4.4: Shock experience and well-being 
 Percentage of poor and non-poor households, according to the headcount MPI measure, that 
experienced each shock 
 Shock Type Poor Non-poor Ratio 
Nominal inflation 94.4 90.4* 1.04 
    Nominal Food Price Inflation 91.3 85.9** 1.06 
    Nominal Fuel Price Inflation 77.5 72.2 1.07 
Real inflation  88.3 80.5** 1.10 
     Real Food Price Inflation 84.1 72.6*** 1.16 
     Real Fuel Price Inflation 70.9 66.9 1.06 
Severe nominal inflation 24.5 26.9 0.91 
Severe real inflation 17.9 14.4 1.24 
Environmental 77.0 65.4*** 1.18 
Crime 34.7 37.0 0.94 
Lifestyle 39.8 37.0 1.08 
Labour Market 14.3 15.9 0.90 
Move In  10.7 11.6 0.92 
Positive 17.4 28.3*** 0.61 
 Poverty expressed in terms of the MPI (see Chapter 3 for more information). *, **, *** indicate the results of t-tests of significance between 
poor and non-poor households at the 10, 5 and 1 per cent levels of significance, respectively.  
Source: Author. 
 
4.5. A model of household shock experience  
In order to formally examine whether a set of explanatory variables helps to predict whether a 
household experiences a given shock, and to control for the impact of other potential 
correlates, a bivariate probit model of shock experience is devised. A probit approach is used 
since ordinary least squares (OLS) regression has been shown to be biased and inefficient 
when the dependent variable is discrete (Maddala, 1992). This follows a similar approach to 
modelling exposure to shocks in Tesliuc and Lindert (2004) and Schwarz et al. (2011).  
The model has the following specification:  
 , = 	
	, = 1| = 	 + 	 4.1  
and  1 − , = 	
	, = 0| = 	1 −  + 	 4.2  
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Where , is a scalar of binary variables that indicates whether household i experienced a 
particular economic or other shock, , = 1 if household  experienced shock  and zero 
otherwise;	 denotes the standard normal cumulative density and the mean-zero disturbance 
term, , represents unobservable household and community characteristics that contribute to 
differential shock experience for otherwise observationally equivalent households.  
 is a vector of demographic, socioeconomic, livelihood and locational characteristics chosen 
to explain households’ experiences of shocks. Demographic characteristics include the gender 
of the household head, the age dependency ratio of the household and the number of adults 
living in the dwelling. In addition, keeping with the convention in empirical vulnerability 
studies, a squared term was also included for number of adults to capture non-linearity with 
respect to household size. The model also includes indicators of human capital, in the form of 
the proportion of adults that completed at least one year of secondary school (as a proxy 
measure of individuals that graduated from primary school and continued with their 
education). 
A measure of socioeconomic status is also included via households’ score on a wealth index 
that was specifically calculated for this research. This draws on Filmer and Pritchett (2001) by 
using a principal components approach to construct a score (which the authors refer to as 
“wealth”) using indicators of durable assets and dwelling characteristics. In additional to this 
conventional index of wealth, a separate traditional wealth index was also calculated that 
reflects other important aspects of wealth in a traditional Melanesian setting. This draws 
heavily from MNCC (2012) who recently enumerated alternative measures of well-being in 
Melanesia. Variables include ownership of various livestock, cultural status symbols, 
membership of church organisations, access to natural resources, such as land, gardens and the 
sea, and social capital. Appendix K provides a detailed description of the construction of the 
two indices, a full list of the assets included and their coefficients. 
To the extent that a household’s livelihood is likely to expose it to different types of risks, a 
range of variables are included to capture households’ various income sources. The survey 
asked households to nominate their top five sources of income. From these data a dummy 
variable is constructed to indicate whether the household earns at least some of its income from 
formal employment,86 market peddling of food, and peddling of non-food items. Also, given 
                                                          
86
 Formal employment includes both the private and public sector – that is any employment covered by formal labour contracts and subject to 
minimum wage requirements. It is the same as the definition of formal employment used in Chapter 5. 
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the importance of agricultural income, particularly in rural communities, a dummy variable 
was also included to identify those households that had access to cash-crop income, such as 
selling copra, cocoa and kava.  
As has been observed in the literature, a key challenge when modelling shock experience is 
that households’ demographic and location characteristics, including their level of well-being 
and livelihood strategies are each potentially influenced by a household’s shock experience. A 
number of strategies are therefore employed to overcome potential endogeneity issues in the 
modelling. An instrumental dummy variable is included to indicate whether a household 
primarily purchases their food (i.e. from the store, market or supermarket). This draws upon 
evidence from other developing country contexts that the mix of traded food in a household’s 
diet is an important predictor of its exposure to international food price shocks (Zezza et al. 
2006).  In addition, to account for any potential issues of endogeneity with well-being, the 
probit equations were run on the entire sample as well as separately for poor and non-poor 
households according to the MPI headcount measure. 
Two separate models were run for the seven shocks identified in Table 4.3 (including a real 
inflation shock, the five non-price shocks and a positive shock).87 Each model is identical in 
form except that Model A only includes country and urban dummies (with standard errors 
clustered by individual community) while Model B includes separate dummy variables for 
each of the twelve sampling locations (with Luganville the excluded location) to control for 
unobserved community-specific effects that may determine shock experience. Table 4.5 
provides a list of the summary statistics of the variables in the model. To check for 
multicollinearity among exposure variables, the variance inflation factor (VIF) is calculated for 
each variable. In each case the VIF is well below the common rule-of-thumb score of 10, 
suggesting that there is not a problem with multicollinearity (see Neter et al. 1989, among 
others).  
 
                                                          
87
 This includes real inflation; environmental; crime; lifestyle; labour market; moving in; and a positive shock. 
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Table 4.5: Details of variables used in the model of households’ shock experience 
Variable name Variable description Obs. Mean St dev. Min Max VIF 
Wealth Conventional wealth index  955 0.000 1.327    -2.610 3.613 1.92 
Traditional wealth Traditional wealth index 945 -0.010 0.937    -3.279 1.670 1.68     
Gender head Gender of household head (1 = female; 0 = male)  955 0.125 0.330 1 0 1.04     
Number of adults  Number of adults (>18 years) living in the household  955   3.190   2.530   1  18 7.74     
Number of adults  
Squared Number of adults (>18 years) living in the household (squared) 955 12.737 16.283 1     324 7.18     
Dependency ratio Ratio of dependent household members (>65 and <18) to working-aged household members  945 0.897 0.766      0      5 1.23     
Adult education Percentage of adults in the household who completed at least one year of secondary school 955 0.419   0.356      0 1 1.25     
Purchased food Household primary source of food is purchased from the store, market or supermarket 955 0.392 0.488 0 1 1.79     
Income source        
Employed  Household has access to formal employment (private and public sector) 955 0.531 0.499 0 1 1.50     
Food peddler Household peddles food 955 0.745 0.436 0 1 1.20     
Other peddler Household peddles non-food items (betel nut, cigarettes, mats, etc.)  955 0.444 0.497 0 1 1.20     
Cash-crop seller Household sells cash crops (coconut, kava, copra) 955 0.440 0.497 0 1 1.69     
Urban Urban location of household (1 = urban; 0 = rural)  955 0.353 0.478 0 1 1.52 
Vanuatu Household located in Vanuatu (1= Vanuatu; 0 = Solomon Islands) 955 0.490 0.500 0 1 1.32 
Communities        
Auki Household located in Auki (1 = yes; 0 = no)  955 0.082 0.274 0 1 2.11     
Banks Islands Household located in Banks Islands (1 = yes; 0 = no) 955 0.082 0.274 0 1 2.19     
Baravet Household located in Baravet (1 = yes; 0 = no) 955 0.070 0.256 0 1 2.20     
GPPOL Household located in GPPOL (1 = yes; 0 = no) 955 0.089 0.285 0 1 1.96     
Hog Harbour Household located in Hog Harbour (1 = yes; 0 = no) 1 955 0.080 0.271 0 1 2.08     
Honiara  Household located in Honiara (1 = yes; 0 = no) 955 0.091 0.288 0 1 2.06     
Luganville Household located in Luganville (1 = yes; 0 = no) 955 0.089 0.284 0 1 -- 
Malu’u Household located in Malu’u (1 = yes; 0 = no) 955 0.086 0.280 0 1 1.98     
Mangalilu Household located in Mangalilu (1 = yes; 0 = no) 955 0.079 0.269 0 1 1.99     
Vella Lavella  Household located in Vella Lavella (1 = yes; 0 = no) 955 0.082 0.274 0 1 2.25 
Port Vila Household located in Port Vila (1 = yes; 0 = no) 955 0.091 0.288 0 1 1.98     
Weather Coast Household located in Weather Coast (1 = yes; 0 = no) 955 0.081 0.272 0 1 2.46     
VIF statistics were calculated separately for Model A (i.e. only including country and urban dummy variables) and Model B (including separate dummy variables for each of the twelve sampling locations – excluding Luganville). All 
VIF statistics are therefore from model A except for individual community dummy variables. Income sources are not mutually exclusive. As households were asked to nominate their top five income sources a given household may have 
access to more than one income source identified in the model. However having a job (either private or public) and not having a job are mutually exclusive. The conventional wealth index uses a principal components approach to 
construct a score of socioeconomic status using indicators of durable assets and dwelling characteristics. Traditional wealth is calculated according to the same methodology using important aspects of wealth in a traditional Melanesian 
setting (see Appendix K).  
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4.5.1. Econometric results  
The probit results for the total sample of 935 households are reported in Table 4.6.88 89 In the 
interests of parsimony only the marginal effect (dF/dx) for each explanatory variable is 
presented. This also has the benefit of conveying an intuitive interpretation – the change in the 
likelihood of a household experiencing a particular shock given a one-unit change in the 
explanatory variable, ceteris paribus.90  
Various diagnostic measures are presented, including the Hosmer-Lemeshow (1980) goodness-
of-fit statistic and the per cent of observations correctly specified in a cross-tabulation of 
observed and predicted outcomes.91 In addition, the area under the Receiver Operating 
Characteristic (ROC) curve is presented, which is a measure of the inherent trade-off between 
the probability of correctly predicting a true outcome and incorrectly predicting a true 
outcome. A model with no predictive power has a 45-degree ROC line and the summary 
statistic of predictive power is the area under the ROC line, which ranges between 0.5 (no 
accuracy) and 1.0 (perfect accuracy) (Hanley and McNeil, 1982).  
Overall, the models appear well specified, with coefficients having the expected sign. Model B 
(which fully controls for community level effects) generally results in a better fit, according to 
the area under the ROC curve, with the model of labour-market shocks having the best fit of all 
shock types. This may be a reflection of the fact that while unobservable community-level 
factors are important in explaining households’ experiences of shocks, households’ 
experiences of labour market shocks can be largely explained by differences in livelihood 
practices associated with the dual economy. In contrast, models of price shocks have only 
modest explanatory power, though this is not unsurprising given the near-universal experience 
of a price shock. A number of models were rejected according to the Hosmer-Lemeshow lack-
of-fit test; however, since there was no systematic rejection of Models A or B, and each shock 
type had at least one model that was not rejected, this justifies the inclusion of two separate 
model specifications in the results.92  
                                                          
88
 A total of 20 households were dropped from the total sample of 955 households owing to 10 missing observations on traditional wealth and 
10 missing observations on dependency ratios. 
89
 The corresponding full regression output, including coefficients and standard errors are presented in Appendices L and M. The results of the 
probit equations for poor and non-poor households are presented in Appendices N and O, respectively. 
90
 This is useful for assessing the effect of binary variables, since the coefficient represents the probability effects of a change in the 
explanatory variable from 0 to 1, holding all other variables constant. The slope coefficient is generally regarded as the most useful indicator 
for interpreting the size of continuous variables.  
91
 A positive outcome is predicted if the probability is 0.5 or more, and a negative outcome predicted otherwise. 
92
 The Hosmer-Lemeshow test divides subjects into deciles based on predicted probabilities, and then computes a chi-square from observed 
and expected frequencies. It is a lack-of-fit test and the null hypothesis is that there is no difference between observed and model-predicted 
values. Failing to reject the null indicates that the model prediction is not significantly different from observed values. 
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Table 4.6: Probit estimations – selected shocks; total sample; marginal effects 
 1A 1B 2A 2B 3A 3B 4A 4B 
Dependent variable: Real inflation  
shock = 1  
Real inflation  
shock = 1 
Labour-market 
shock =1 
Labour-market 
shock =1 
Environmental  
shock = 1 
Environmental  
shock = 1 
Move in  
shock = 1  
Move in  
shock = 1 
Wealth  0.023*  0.038***  0.033***  0.024** -0.020 -0.029*  0.029***  0.018** 
Traditional wealth  0.026  0.014 -0.072*** -0.068***  0.016  0.015 -0.028*** -0.019 
Gender head  0.016  0.020  0.005  0.006 -0.024 -0.021 -0.052*** -0.054** 
Number of adults   0.003  0.004 -0.023 -0.023  0.075***  0.085*  0.039**  0.041* 
Number of adults squared  -0.002* -0.002  0.004  0.003 -0.008** -0.009* -0.003 -0.003 
Dependency ratio   0.028  0.027 -0.009 -0.005  0.011  0.017  0.016  0.021 
Adult education -0.018 -0.035 -0.040 -0.026 -0.051 -0.031 -0.030 -0.027 
Purchased foods -0.021 -0.031 -0.033 -0.018 -0.0720** -0.046  0.028  0.0477* 
Employed  -0.017 -0.017  0.109***  0.101*** -0.034 -0.037  0.002  0.000 
Food peddler -0.019 -0.023  0.030  0.023  0.0971***  0.081**  0.012  0.015 
Other peddler  0.037**  0.044*  0.019  0.036 -0.026 -0.043  0.004  0.011 
Cash-crop seller -0.028 -0.033 -0.028 -0.033  0.000 -0.016  0.009  0.017 
Urban  0.054   0.028  -0.173***   0.060**  
Vanuatu -0.007  -0.013  -0.056  -0.006  
Auki 
 
 0.056 
 
-0.006 
 
 0.200*** 
 
-0.055** 
Banks Islands 
 
-0.124 
 
-0.082** 
 
 0.279*** 
 
-0.025 
Baravet 
 
 0.017 
 
-0.039 
 
 0.294*** 
 
-0.098*** 
GPPOL 
 
-0.151* 
 
 0.005 
 
 0.310*** 
 
-0.032 
Hog Harbour 
 
-0.179* 
 
-0.079** 
 
 0.255*** 
 
-0.106*** 
Honiara 
 
-0.149* 
 
-0.033 
 
 0.211*** 
 
 0.003 
Malu’u 
 
-0.201** 
 
-0.019 
 
 0.281*** 
 
-0.015 
Mangalilu 
 
-0.187* 
 
-0.007 
 
 0.269*** 
 
-0.052* 
Vella Lavella 
 
-0.043 
 
-0.058 
 
 0.265*** 
 
 
Port Vila 
 
-0.033 
 
 0.106 
 
 0.314*** 
 
-0.070*** 
Weather Coast  
 
-0.149* 
 
 0.071 
 
 0.281*** 
 
 0.005 
Observations  935 935 935 935 935 935 935 860 
Goodness-of-fit tests 
Hosmer-Lemeshow statistic 0.124 0.388 0.02** 0.305 0.513 0.472 0.179 0.462 
Area under ROC Curve 0.599 0.646 0.696 0.719 0.795 0.801 0.739 0.751 
% correctly predicted 82.57 82.57 69.95 72.83 84.06 84.39 88.45 87.44 
*** p<0.01, ** p<0.05, * p<0.10. Dependent variable takes the value one if a household reported experiencing a given shock, and zero otherwise; standard errors are robust, and Model 1 clusters standard errors on the basis of individual 
community. Luganville dropped from the sample. Hosmer-Lemeshow statistic is a lack-of-fit test: significant p values indicate a rejection of a goodness-of-fit test. Weather Coast had zero households experiencing a “Move in” shock. 
For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
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Table 4.6 (continued): Probit estimations – selected shocks; total sample; marginal effects 
 5A 5B 6A 6B 7A 7B 
Dependent Variable: Crime  
shock = 1 
Crime  
shock = 1 
Lifestyle  
shock = 1  
Lifestyle  
shock = 1 
Positive  
shock = 1  
Positive  
shock = 1 
Wealth  0.038  0.014  0.044***  0.033**  0.039**  0.045*** 
Traditional wealth  0.025  0.047**  0.002 -0.009  0.079***  0.096*** 
Gender head  0.045  0.038 -0.039 -0.021  0.015  0.009 
Number of adults   0.070  0.078*  0.028  0.035  0.001 -0.001 
Number of adults squared  -0.007 -0.008 -0.007 -0.007  0.000 -0.001 
Dependency ratio   0.013  0.019 -0.0465*** -0.0407*  0.012  0.005 
Adult education -0.014 -0.023 -0.016 -0.023 -0.020 -0.021 
Purchased foods  0.002 -0.014 -0.037 -0.009  0.031  0.004 
Employed  -0.051 -0.051 -0.050 -0.051 -0.032 -0.045 
Food peddler -0.168*** -0.121*** -0.120*** -0.124*** -0.008 -0.003 
Other peddler -0.056 -0.041 -0.044 -0.042 -0.053 -0.039 
Cash-crop seller  0.0643*  0.016 -0.024  0.007  0.070***  0.059* 
Urban -0.042   0.034   0.051  
Vanuatu  0.249***  -0.084  -0.041  
Auki -0.322***  0.275*** -0.028 
Banks Islands -0.128*  0.379*** -0.145*** 
Baravet  0.218** -0.085  0.052 
GPPOL -0.078  0.168** -0.042 
Hog Harbour  0.064 -0.008  0.018 
Honiara -0.145**  0.103  0.228*** 
Malu’u -0.065  0.206** -0.098* 
Mangalilu -0.015  0.071 -0.086 
Vella Lavella -0.361***  0.054 -0.006 
Port Vila -0.070  0.163* -0.038 
Weather Coast   0.144*  0.184** -0.129** 
Observations  935 935 935 935 935 935 
Goodness-of-fit tests       
Hosmer-Lemeshow statistic  0.124 0.388 0.020** 0.305 0.513 0.472 
Area under ROC Curve 0.599 0.646 0.696 0.719 0.795 0.801 
% correctly predicted 82.57 82.57 69.95 72.83 84.06 84.39 
*** p<0.01, ** p<0.05, * p<0.10. Dependent variable takes the value one if a household reported experiencing a given shock, and zero otherwise; standard errors are robust, and Model 1 clusters standard errors on the basis 
of individual community. Luganville dropped from the sample. Hosmer-Lemeshow statistic is a lack-of-fit test: significant p values indicate a rejection of a goodness-of-fit test. Weather Coast had zero households 
experiencing a “Move in” shock. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
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4.5.2. Determinants of exposure to shocks  
The results confirm the experience of real inflation shocks was generally universal in both 
Vanuatu and Solomon Islands. In general, demographic characteristics of households did not 
explain exposure to price shocks. For each of number of adults, the dependency ratio, gender 
of the head, adult educational attainment and even country the coefficient was statistically 
insignificant.93, 94  
The coefficient on conventional wealth, however, was statistically significant in the model of a 
price shock. The marginal effect of a one per cent increase in a household’s wealth index 
increases the probability of experiencing an inflation shock by between 2-4 per cent 
(depending on the model). When the experience of a real inflation shock is disaggregated into 
its real food and real fuel price shock components, coefficient on wealth is only statistically 
significant on the experience of fuel inflation (Appendix P). This, in turn entirely reflects non-
poor households with the coefficient on poor households insignificant. To the extent that 
conventional wealth is considered a proxy for cash income (see Appendix K), this may be 
capturing some of the positive income elasticity of energy consumption, with wealthier 
households using more fuel, and thus being more exposed to imported inflation.95 The 
traditional wealth index, in contrast, was generally insignificant in terms of explaining 
households’ experience of price shocks once locational and demographic factors had been 
controlled for.  
Interestingly, there was no statistical significance attached to the relationship between 
households that indicated that purchased food was the primary source of their diet, and food 
price shocks. This may reflect the fact that most households in Melanesia purchase at least 
some of their food intake and that other factors were more important (Jansen et al. 2006).  
Relative to the excluded community dummy (Luganville) households in a number of 
communities, including the two capital cities as well as the rural, but well-connected, 
communities of Hog Harbour and GPPOL were less likely to experience real price shocks.  
Reflecting the importance of the dual economy in determining households’ exposure to labour 
market shocks, the coefficient on conventional wealth was statistically significant and positive 
                                                          
93 The results were broadly unchanged when a nominal inflation shock was used as the dependent variable.  
94
 Probit results for when the aggregate sample is stratified between poor and non-poor households are presented in Appendices N and O. In 
the interests of parsimony only the marginal effects are presented. Full coefficients and their associated standard errors are available from the 
author on request. 
95
 More detailed discussion on the links between wealth and income is provided in Appendix K. 
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while traditional wealth was significant and negative, even when controlling for location.96 
Intuitively, there was a significant positive relationship between households that have access to 
employment and experiencing a labour-market shock – though this entirely reflected non-poor 
households (see Appendices N and O).97 This potentially indicates that households in Vanuatu 
and Solomon Islands were exposed to job shedding seen in other PICs. However, in the 
absence of reliable labour market data for Melanesia, this assertion is difficult to substantiate. 
The gender of the household head played no significant role in determining the experience of a 
labour market shock, once other correlates were controlled for.  
Unsurprisingly, a household’s location played an important role in the experience of an 
environmental shock, given that such shocks tend to be location-specific. Also households that 
relied upon the environment for their livelihood were more susceptible to environmental 
shocks; once again illustrating the influence of the dual economy in influencing shock 
experience. In particular, households that sold food to generate income had a strong positive 
relationship with environmental shocks, with the marginal effect of being a food seller 
increasing the probability of experiencing an environmental shock by around 8 per cent, 
holding locational characteristics constant. Overall urban communities were less likely to 
experience an environmental shock. However, this entirely reflected non-poor households, 
with the coefficient on urban dummy variable losing its significance when only poor 
households were included in the model (Appendices N and O). This suggests that 
environmental shocks disproportionately affect the poor, irrespective of their location.  
Wealthier households in urban areas were more likely to experience an adverse shock 
associated with family members migrating into the house. Households with more adults were 
more likely to experience a migration shock, though this may reflect some circularity. 
Interestingly, the coefficient on female-headed households was negative and statistically 
significant, suggesting that migrants have eschewed these households, or perhaps that men are 
migrating and leaving women behind. Much of the effect of inward migration was 
concentrated in non-poor households, with the coefficients statistically insignificant when the 
sample is limited to non-poor households. To some extent this confirms Maebuta and 
Maebuta’s (2009) view that while relatively more well-off households tolerate urban migration 
it is increasingly placing a strain on the receiving households.  
                                                          
96
 Conventional wealth is skewed toward urban households while traditional wealth is skewed toward rural households (see Appendix K).  
97
 When the sample was limited to only the capital cities (not shown) there was a statistically significant and positive relationship observed 
between the number of adults in the household and the experience of a labour market shock. This is consistent with evidence from Argentina 
that larger households with more adults in cities were more directly exposed to labour markets (and hence labour market shocks) (Corbacho et 
al. 2007) (see Chapter 6). 
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Of the remaining adverse shocks, including households’ experiences of crime, lifestyle and 
idiosyncratic death / illness shocks, demographic characteristics were not strong predictors of 
households’ experiences of shocks. A household’s wealth index score (both in conventional 
and traditional terms) increased the probability of experiencing crime as well as a lifestyle 
shock.  
In terms of households’ experience of positive shocks, wealthier households (both in the 
conventional and traditional sense) were better placed to experience a windfall gain. 
Traditional wealth had a relatively larger bearing on the experience of a positive shock than 
conventional wealth, thus justifying its inclusion. A one per cent increase in a household’s 
traditional wealth index increases the probability of a positive shock by around 10 per cent, 
compared with a 5 per cent probability increase from the same increase in conventional wealth. 
Selling food was a statistically significant and positive indicator of a positive shock – 
presumably linked to the income effect of rising local prices of goods sold. A similar positive 
link was observed for sellers of cash crops, though the coefficient was not significant once 
other correlates are accounted for. 
4.6. Discussion  
This chapter identifies that households in Vanuatu and Solomon Islands are exposed to the 
vagaries of the international economy, and experienced the extreme cyclicality in global 
markets in recent years through inflation and weakening labour markets. However, the 
structural characteristics of Melanesian livelihoods meant that international commodity price 
shocks were passed through much more comprehensively than the shocks to international 
demand provided by the GEC. Moreover, most households surveyed nominated that they 
experienced multiple shocks in the two years prior to the survey, suggesting that households’ 
experiences of global macroeconomic shocks compounded a range of other shocks, including 
natural disasters and locally-specific events.  
Given the fact that most households in Melanesia purchase, at least to some extent, imported 
food and fuel it is unsurprising that almost all households experienced the particularly sharp 
rises in international commodity prices. Food price inflation, in particular, was covariant: high 
rates of food inflation were experienced by households in all locations, across poor and non-
poor alike, and amongst those with different livelihood types. Fuel price inflation, however, 
was somewhat more segmented, tending to be more concentrated among wealthier households 
117 
 
and those in urban areas (though the incidence of fuel price inflation was nonetheless high in 
other cohorts as well). 
On the flipside, few households experienced positive economic shocks associated with rising 
international prices, though some cash-crop sellers in well-connected rural locations, and some 
food peddlers, reaped some benefits from rising agricultural commodity prices. The prospect 
of a windfall gain also increased in line with a household’s wealth – in particular its traditional 
artefacts of wealth. However, more broadly, the fact that the bulk of households nominated that 
they experienced only the negative effects of commodity price rises illustrates that agricultural 
producers in Vanuatu and Solomon Islands are largely being prevented from benefiting from 
rising prices. Indeed this net deterioration in households’ terms of trade is a microcosm of the 
negative terms of trade effects observed at a macro level (see Chapter 1). 
The experience of the GEC was also more segmented. Reflecting the different livelihood 
practices attendant with the dualistic economy, households in the respective capital cities and 
some of the more industrialised communities where agricultural exports are processed were 
relatively more exposed to weakening labour markets. This provides some tentative evidence 
of the transmission of the GEC to households in Vanuatu and Solomon Islands. It is also 
unsurprising given the dependence on labour income in these communities. Consequently, as 
rising food and fuel prices were undermining real disposable incomes these households are 
likely to have also faced weakening demand for labour. This is consistent with the experience 
of households in other developing country contexts as the multiple crises played out (Green et 
al. 2010, p17). It is also consistent with the observed high absorption of labour into informal 
markets observed more broadly in the Pacific (Waring and Sumeo, 2010; Chapter 5). 
However, assertions regarding the behaviour of labour markets using households’ experiences 
of shocks should be treated with some caution. While empirical evidence of households’ 
experience of adverse labour market shocks is consistent with evidence of weakening labour 
markets in the wider Pacific at the time, labour markets in Vanuatu and Solomon Islands are 
inherently fluid. This highlights the need for more research into the behaviour of labour 
markets, including the collection of regular labour market statistics.  
In rural areas, where there is a much greater reliance on agriculture for both subsistence and 
financial livelihoods, households were relatively more exposed to shocks to the natural 
environment. Other shocks associated with migration, cultural occasions and idiosyncratic 
events were also an important part of households overall risk landscape.  
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While this chapter paints an important picture of the various risks facing households a key 
limitation is that it relies on self-reported data. This was necessary given the lack of suitable 
data sets on households’ shock experiences in the local context. Nonetheless, self-reported data 
is an imprecise way to measure households’ actual shock experience and potentially introduces 
some bias into the results. In particular, the subjectivity with which a respondent attributes 
causality, and their understanding of what represents a “normal” occurrence, may influence 
whether and how individuals articulate their experiences of shocks (Hoddinott and 
Quisumbing, 2003). Self-reporting also provides little guidance as to whether shocks were of a 
similar length and intensity, and at what stage in the two year window they were manifest. 
Ideally, secondary sources would be used to corroborate the experience of shocks. In the case 
of price shocks this is possible with CPI data, though data limitations in Vanuatu and Solomon 
Islands mean that it is not possible for other non-price shocks. Furthermore, there is little 
regard for the different effects of a single shock: for instance a failure of a staple food crop is 
likely to affect a grower (crop failure) much differently to the effect it has on a someone who 
gets paid to transport the crop (job loss) and differently again from the experience of the 
consumer (rise in food prices).  
Shock experience is also likely to be endogenous to a household’s level of well-being as well 
as their location. Accordingly, attempts were made to overcome some of this endogeneity by 
stratifying the sample into households that were poor and non-poor according to a headcount 
MPI measure. Probit equations also included community fixed effects for this purpose.  
4.7. Conclusion 
These findings provide an important evidence base on households’ experience of global 
macroeconomic and other shocks in Vanuatu and Solomon Islands. In particular, they illustrate 
that households are exposed to an array of shocks; in congruence with the fact that both 
countries are renowned for their exposure to economic and environmental shocks.  
The results also indicate that structural factors provide households with insulation from some, 
but not all, global macroeconomic shocks. In urban areas, where wage incomes provide the 
main source of livelihoods, households were exposed to both the rises in prices and the 
subsequent GEC. In contrast, the dualistic nature of the economy meant that households in 
rural areas – where wage employment is less prominent and traditional economic systems 
predominate – were generally insulated from the GEC. However, and importantly, traditional 
economic systems did little to insulate households from price shocks; a household’s experience 
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of an adverse price shock is thus independent of its location. This includes particularly isolated 
communities that have limited contact otherwise with the global economy, whom it was shown 
were considerably exposed to rising prices. Indeed, given the physical distance of such 
communities and the effects of cascading costs as goods are handled in multiple ports, it is 
entirely possible that remote communities are experiencing amplified versions of price shocks. 
These findings have important policy implications. At present the transmission of global 
demand shocks, such as the GEC, are largely limited to urban areas of Vanuatu and Solomon 
Islands. Insofar as these shocks can adversely affect households’ well-being (see Chapter 5) 
this highlights the increasing need for policymakers and donors to consider the role of social 
protection; particularly in urban areas given their experiences of shocks and the observed links 
between shock experience and poverty shown in this analysis. However, continued rapid rates 
of urbanisation, and increased need for cash balances and monetisation of economic activity in 
rural areas is likely to increasingly blur the distinction between urban and rural livelihoods. 
This, in turn, is likely to increasingly expose rural households to demand shocks, in addition to 
their existing exposure to price shocks.  
On the flipside, the near-universal penetration of international commodity markets in Vanuatu 
and Solomon Islands also presents a potential opportunity for households to experience 
positive shocks – particularly in rural areas. By focusing on improving access to markets and 
finance and fostering the development of strong institutions, policymakers can ensure that 
households engaged in agricultural production may be well positioned to take advantage of, 
rather than suffer from, future international commodity price gains.  
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CHAPTER V – RESILIENCE IN VANUATU AND 
SOLOMON ISLANDS: HOUSEHOLDS’ RESPONSES TO 
GLOBAL MACROECONOMIC SHOCKS 
 
5.1. Introduction 
Analyses of vulnerability are typically forward looking and focus on those households that are 
likely to fall into poverty in the future (see Chapter 6). However, vulnerability analyses can 
also be backward-looking. These analyses typically use observed changes in household well-
being to determine the extent to which households were vulnerable, and resilient, to the effects 
of a past shock. Hoddinott and Quisumbing (2008, p13) group such ex-post assessments 
together as the “Vulnerability as Uninsured Exposure to Risk (VER)” approach, since 
vulnerable households are those that were unable to insure the effects of the shock and 
experienced a decline in their well-being (and on the flipside resilient households are those that 
were largely unaffected). The rationale is that past dynamics of households’ shock experiences 
contain information on the likely dynamics during future shocks, which in turn aids in the 
development of poverty-prevention policies.  
However, by focusing on well-being outcomes following a shock, standard VER approaches 
have tended to overlook the specific risk-management behaviour of households during a shock. 
Households employ a diverse and complex mix of strategies to deal with the effects of shocks. 
Reflecting this, there is a broad empirical literature that catalogues the various coping 
mechanisms that households in developing-country contexts employ in the face of an adverse 
economic shock. However, rarely do these revealed coping preferences feature explicitly in 
VER models. In addition, few analyses have specifically catalogued the dominant ways that 
households in Vanuatu and Solomon Islands cope with adverse economic shocks.  
Using data from a cross-sectional survey in twelve separate communities across Vanuatu and 
Solomon Islands, this chapter provides a detailed perspective on household-level vulnerability 
and resilience to global macroeconomic shocks. It makes three original contributions. Firstly, it 
catalogues the dominant coping responses of those households that experienced the steep rises 
in international food and fuel prices and the subsequent GEC (Chapter 4 provides details on 
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each of these shocks). Secondly, using both changes in households’ disposable income and an 
episode of food insecurity as the relevant measures of well-being, the analysis examines 
households’ vulnerability, and resilience, to the adverse effects of these past shocks. This is 
based on an econometric technique used in prominent VER papers, including Glewwe and Hall 
(1988) and Corbacho et al. (2007). Thirdly, using the same econometric technique the analysis 
specifically focuses on the effectiveness of households’ coping response in providing resilience 
from the shocks.  
By focusing on the dominant coping mechanisms used by households, and their effectiveness 
in providing resilience from recent global macroeconomic shocks, these results have important 
implications for policymakers interested in designing effective social protection policies in 
Vanuatu and Solomon Islands. In particular, the results signal the relative importance of 
different risk management strategies during shocks; this includes the relative importance of 
local factors such as households’ own food production and the role of informal social 
protection. The results also provide a rigorous and timely assessment of the extent to which 
households in Vanuatu and Solomon Islands were affected by the recent shocks; thereby 
addressing a key information gap identified in Chapter 1. In addition, focusing on individual 
coping responses sheds light on the suitability of certain coping responses to certain shocks, as 
well as identifying potential longer-term consequences of the recent shocks. 
The rest of this chapter is organised as follows: Section 5.2 reviews the literature on household 
risk-management and examining vulnerability to past shocks, before concentrating on specific 
risk-management practices. Section 5.3 describes the dominant ways that households in 
Vanuatu and Solomon Islands coped with the effects of recent global macroeconomic shocks. 
Section 5.4 identifies, econometrically, the demographic and locational characteristics that 
were associated with vulnerability and resilience to these shocks, and specifically examines the 
effectiveness of households’ dominant coping responses. Section 5.5 then discusses the results, 
including the limitations of the study, and Section 5.6 concludes.  
5.2. Literature review  
This section reviews the literature on ex-post assessments of vulnerability, noting their 
theoretical underpinnings in the literature on consumption smoothing. It then focuses on the 
literature regarding the specific mechanisms households use to manage the effects of shocks.   
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It is generally accepted that the vulnerability of a household relates to its likelihood of 
suffering a level of well-being below a social acceptable minimum threshold – usually 
considered to be poverty.98 Prominent literature reviews have highlighted that while household 
vulnerability tends to be a nebulous concept, it is generally understood to be a function of both 
the severity of the risks a household faces as well as the household’s capacity to manage those 
risks (Alwang et al. 2001, Guimarães, 2007). Heitzmann et al. (2002, p6) conceptualise this as 
a sequence (the “risk chain”): in which the realisation of a risk (otherwise known as a shock), 
combines with households’ responses to risk, to give rise to an outcome (often characterised in 
terms of whether a household experiences poverty or not). Households can thus seek to 
influence both their exposure to shocks as well as their ultimate outcome by engaging in a 
variety of different risk-management strategies (Appendix Q provides an illustration of the 
various components of the risk chain).  
A number of prominent approaches to estimating vulnerability in development economics 
literature attempt to predict the dynamics of this risk chain. According to these forward-
looking approaches, vulnerable households are those that have a sufficiently high estimated 
likelihood of experiencing poverty in the future (this is the focus of Chapter 6). However, there 
is also a large body of work on household vulnerability that takes a different approach by 
examining the extent to which households were adversely affected by effects of a past shock. 
Hoddinott and Quisumbing (2003, p17) broadly characterise such backward-looking 
assessments as the VER approach. They note that such ex-post assessments of household 
vulnerability are useful from a policy perspective since they use observed data, rather than 
predictive models. Moreover, the dynamics of past risks and responses can provide prima facie 
evidence on the efficacy of existing risk management mechanisms in protecting households 
from adverse shocks.  
Some important assumptions underpin backward-looking analyses of household vulnerability. 
A central proposition is that households are risk averse, with strictly concave utility functions 
and a preference for smooth consumption in the face of stochastic income (Dercon and 
Krisnan, 2000). With antecedents in Friedman’s (1957) permanent income/life-cycle savings 
hypothesis, it is assumed that rational individuals with access to perfect credit markets will 
choose their optimal inter-temporal consumption path. Transitory income shocks are therefore 
assumed to have little effect on spending behaviour, as consumption can be smoothed through 
                                                          
98
 See Chapter 6 for a detailed discussion on the various approaches used in the literature to estimate household vulnerability. 
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the use of credit and savings, while permanent income shocks should permanently affect 
consumption.  
Related to the assumption on households’ preferences is the assumption that observed changes 
in household well-being following a shock yields important information about the shock and 
the efficacy of households’ responses to it. As the name VER suggests, households that have 
the option to insure against the negative consequences of shocks will do so – it is therefore 
households’ exposure to uninsured risk that causes a fall in well-being. Vulnerable households 
are therefore identified, ex post, as those that experienced an observed decline in well-being 
during a shock period. On the flipside, resilient households are those that were able to 
withstand and cope with the effects of the shock (Haimes, 2009). By observing changes in 
household well-being (usually consumption) during an adverse shock, the VER approach 
attempts to discern the characteristics of those households that were adversely affected by a 
shock rather than attempting to predict future household well-being. The rationale is that the 
dynamics of the past can be interpreted as a proxy for developments in the future to similar 
risks.  
Such ex-post analyses of household vulnerability to shocks have been a feature of development 
economics for some time and have given rise to a substantial body of empirical literature. A 
number of important early contributions tested, and confirmed, the central assumptions that 
households in developing countries prefer smooth consumption (Besley, 1995; Fafchamps et 
al. 1998) – even in the face of absent or incomplete insurance and credit markets (Rozenwig 
and Wolpin, 1993). A separate strand of the literature has concentrated on the resilience of 
households by examining their ability to smooth consumption in the face of income volatility 
(Townsend, 1994, Udry, 1994; Jacoby and Skoufias, 1997). Many of these analyses were 
focused on rural areas, given the inherent volatility of agricultural incomes and the frequency 
of shocks. The general conclusion is that while hypotheses of full insurance against shocks are 
generally rejected, households are able to at least party insure consumption in the face of 
income volatility. Empirical studies have examined household vulnerability to the effect of 
different types of shocks in various contexts. These include the effects of covariate 
macroeconomic shocks (Glewwe and Hall, 1998; Corbacho et al. 2007), idiosyncratic shocks 
(Amin et al. 2000) and a mixture of both types of shocks (Dercon and Krishnan, 2000).99 
 
                                                          
99
 The VER approach is not without its criticisms. These are addressed in the context of a more fulsome literature review on the relative merits 
of the various approaches to estimating vulnerability detailed in Section 6.2 of Chapter 6. 
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5.2.1. The importance of focusing on household responses to shocks  
An important limitation of outcome-centric approaches to measuring vulnerability is that they 
tend to pay little heed to the specific mechanisms that households employ when managing the 
effects of shocks. There is general agreement in the literature that households employ a diverse 
and complex array of strategies when coping with risk (Murdoch, 1995; Chambers, 2006). 
Moser (1998) notes households manage complex portfolios of assets, namely: financial and 
productive assets (including land), human capital and social capital. Thus, she notes, “the more 
assets people command in the right mix, the greater their capacity to buffer themselves against 
external shocks” (p16). Dercon (2001, p53) argues that what ultimately matters from the 
perspective of a household’s vulnerability is both the stock of these assets on hand as well as 
their liquidity – that is, their capacity to be transformed into income, food or other basic 
necessities. This reflects a raft of considerations, including the institutional environment (such 
as the presence of well-functioning markets and a social safety net) which will influence the 
value of each asset in exchange and the household’s ability to mobilise it when needed. Also 
important is the intrinsic value placed on each asset by the household, as well as the choice set 
available. This, in turn, may reflect the nature of the shock in question and the activities 
households undertook prior to a shock occurring (Heitzmann et al. 2002).  
The importance of focusing on the way that households manage the risk of shocks is reflected 
in the broad empirical literature that has emerged on the topic in a range of developing country 
contexts.100 Studies can be broadly grouped into those that catalogue the existence of various 
mechanisms households employ in the face of covariate and idiosyncratic shocks, and those 
that drill deeper to evaluate the effectiveness and efficiency of individual mechanisms 
(Hoogeveen et al. 2004). Generally these studies rely on panel data, which provide an 
important inter-temporal perspective on households’ risk-management decisions as shocks 
materialised.  
A common feature across the literature is the distinction made between the strategies 
implemented ex-ante (before a shock materialises) and those employed ex-post (after the 
experience of a shock) (Alderman and Paxon, 1994; Morduch, 1995; Heitzman et al. 2002).101 
                                                          
100
 Dercon (2006, p4) suggests that the literature studying the mechanisms people use to cope with shocks is “one of the most thriving parts of 
the analysis of risk and shocks in developing countries”. 
101
 Heitzmann et al. (2002, p8) use the example of malaria to illustrate that the suite of ex-ante options available to households include: 
reducing risk (by migrating away from a malaria-risk area); reducing households’ exposure to the risk (by using bed nets); and putting in place 
mechanisms that will mitigate a future risk once it is realised (e.g. measures that provide for compensation in the case of loss, including 
accumulating buffer stocks of precautionary savings, purchasing formal insurance, and building social networks to provide a level of informal 
self-insurance through). Ex-post activities, in contrast, involve actions to cope with the negative impacts associated with actually getting 
malaria.  
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Risk-averse households can take various ex-ante steps to reduce risk, such as making 
conservative production and employment choices, diversifying economic activities, and 
accumulating a buffer stock of assets that can be used or sold during an adverse shock (Deaton, 
1991). At the community level, too, ex-ante investments can be made in strengthening the asset 
base. In addition to accumulating buffer stocks of physical, financial and environmental assets 
this can also include investments in human, environmental and social capital that can provide 
an informal safety net in areas where formal insurance markets may be missing or severely 
limited (Alderman and Paxon, 1994).  
In contrast, following the realisation of a shock, households engage in a raft of different 
activities to manage the effect of realised losses. These are universally referred to as coping 
activities. To the extent that this chapter uses cross-sectional data following a series of adverse 
global macroeconomic shocks, households’ observed coping responses are the main risk-
management mechanisms of interest. It has been acknowledged for some time that there are no 
generalisable rules that determine, a priori, the specific mix of coping responses households 
deploy following a shock (Corbett, 1988). Though rather than being haphazard, it is theorised 
that there is a universal set of household coping behaviours (Hadley et al. 2012). The most 
prominent responses identified in the literature include: selling assets (Rozenwig and Wolpin, 
1993); directly producing consumption goods (Dimova and Gbakov, 2013); labour market 
responses (Kochar, 1999); and adjusting household expenditure (Rose, 1999). Table 5.1 
provides a broad taxonomy of the informal ex-ante and ex-post mechanisms available to 
households and communities in low-income contexts to manage the effects of shocks.102 
 
 
 
 
 
 
                                                          
102
 Also available are market-based mechanisms and publically provided supports. However, these have not been included given the focus of 
this chapter is on household (and to a lesser extent community) responses to shocks and the fact that such market-based mechanisms rarely 
exist in the communities concerned. Rubio and Soloaga (2004) note that missing markets, in particular, are a reason why households tend to 
resort to informal, and often inefficient, risk management strategies.  
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Table 5.1: Informal mechanisms for managing the impact of shocks 
Example references in parentheses 
  Individual and Household Group-based 
Ex ante 
Diversification 
• Conservative production and employment 
decisions (Dercon, 2006) 
• Income source diversification   
(Dercon, 2006)  
• Crop diversification (Rosenwig and 
Binswanger, 1993) 
• Savings and credit 
associations  
Insurance 
• Buffer stocks of assets  
o Savings (Udry, 1995)  
o Physical assets (e.g. livestock) 
(Fafchamps et al. 1998) 
• Ex-ante investment in 
risk-sharing networks 
(associations, rituals, 
reciprocal gift-giving) 
(Alderman and Paxon, 
1994) 
Ex post Coping 
• Sell assets (Rozenwig and Wolpin, 1993)  
• Directly produce food (Dimova and Gbakov, 
2013) 
• Adjust labour supply  
o Increase adult workforce 
participation (Kochar, 1999)  
o Increase child labour (Beegle et al. 
2006) 
• Informal credit (Dercon, 2002)  
• Seasonal or temporary migration 
• Adjust household expenditure  
o Reduce food consumption (Rose, 
1999) 
o Reduce quality of food consumed 
(Gibson and Kim, 2013) 
o Reduce health / education 
expenditure (Hoddinott, 2006)  
• Ex-post transfers from 
networks of mutual 
support (Fafchamps 
and Lund, 2003)        
 
• Remittances 
(Mohapatra et al. 
2009) 
Source: Author, based on World Bank (2000, p141). 
In addition to the obvious academic interest in examining the various ways that households 
manage risk, there are at least three reasons why examining households’ observed responses to 
shocks is worthwhile from a policy perspective.  
Firstly, Chambers (2006) notes that the way households cope with shocks often derives from 
past behaviours of what works in times of crisis. Observed coping behaviour can therefore 
provide key signals about the relative importance of different strategies, as well as illustrating 
what options are available in the local context. It is largely for this reason that a number of 
authors have stressed the importance of identifying and evaluating households’ coping 
behaviour for the purposes of designing and targeting social protection policies (Dercon, 2001; 
Bhattamishra and Barrett, 2010). Skoufias (2003, p1089) also argues that the timeliness of 
policy interventions is critical in crises and therefore an understanding of the existing risk-
management pathways households use can facilitate the rapid roll-out of interventions when 
needed.  
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Secondly, some risk-management strategies are likely to be better suited to certain types of 
shocks. Dercon (2006) explains that, for example, informal group-based risk sharing can be 
effective in mitigating risks idiosyncratic to an individual household. However, it is less 
attuned to dealing with covariate shocks that affect many households simultaneously (such as 
economic crises and natural disasters) since the risks cannot be insured within a community, as 
every household is affected. A number of studies have confirmed, empirically, that group-
based safety nets offer households relatively less protection from covariate shocks than they do 
from idiosyncratic shocks (Pan, 2007; Wainwright and Newman, 2011). Similarly, studies 
have found that asset sales can be less effective as a risk-management tool during a covariate 
shock; for instance livestock prices have been found to collapse during covariate shocks as 
households simultaneously attempt to sell their assets to support consumption (Fafchamps and 
Gavian, 1997; Dercon, 2006). However, Bhattamishra and Barrett (2010) argue that, in reality, 
there is always some idiosyncratic component in shocks, even large covariate shocks, given the 
heterogeneity in both households’ exposure to shocks and their capacity to respond. 
Irrespective of whether shocks are purely covariate or idiosyncratic, Fafchamps et al. (1998) 
stress that spatially integrated markets and social networks are important for the purposes of 
facilitating households coping mechanisms, given that they allow risk to be spread outside any 
one particular community. 
Thirdly, collecting detailed information on the way that households respond to shocks can also 
shed light on the longer-term consequences of a shock. In the event that households cope with 
the effects of a shock by depleting assets below a critical threshold, or by irreparably damaging 
their long term asset base, then there is a risk that even the most temporary of shocks can have 
long-term consequences for household well-being (Zimmerman and Carter, 2003; Carter and 
Barrett, 2006). It is partly through this effect of asset erosion that households can find 
themselves locked into a “poverty trap”.103 Hoddinott (2006, p317) therefore argues that a 
critical issue when examining households’ risk management behaviour is “the extent to which 
the drawdown of a given asset has permanent consequences.” This has also been characterised 
in terms of the “reversibility” of a coping mechanism, with easily reversible strategies less 
likely to jeopardise longer-term prosperity (Watts, 1988). Key examples provided in the 
literature of household responses that can have long term negative consequences include the 
                                                          
103
 Both Zimmerman and Carter (2003) and Carter and Barrett (2006) refer to an asset poverty line around which behaviour is believed to 
bifurcate: above the threshold households invest productively, accumulate and advance, while below households get caught in a “poverty 
trap”; in part because they lack the minimum assets required to switch to more profitable income-generating activities and partly because they 
adopt defensive portfolio strategies and are never able to lift themselves up to a higher living standard. The implication for social protection 
policy is that temporary shocks that knock households below this line can have a permanent effect on poverty. 
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depletion of human capital by withdrawing children from school (Jacoby and Skoufias, 1997; 
Thomas et al. 2004; Beegle et al. 2006), reducing expenditure on health services (Conceição et 
al. 2009) and reducing food intake (Hoddinott, 2006).104  
5.2.2. Households’ risk management in Vanuatu and Solomon Islands  
There are few academic studies that concentrate on the specific actions households in Vanuatu 
and Solomon Islands use to manage the effects of exogenous macroeconomic shocks. In one 
paper, Schwartz et al. (2011) focused on the capacity of households in rural Solomon Islands 
to cope with adverse environmental, and to a somewhat lesser extent, economic shocks. 
However, the study concentrated on households overall perceptions of their resilience to 
shocks, rather than specifically focusing on the individual coping mechanisms employed.  
Nonetheless, despite the dearth of academic literature, there are likely to be a number of 
important parallels between the risk-management behaviour of households observed in other 
developing country contexts and households in Vanuatu and Solomon Islands. Much of the 
empirical literature on risk management in rural areas centres on the role of informal, rather 
than formal, strategies given the typical lack of financial services (such as financial 
intermediation and insurance) and government-provided safety nets in rural areas.105 Both 
Vanuatu and Solomon Islands are highly rural societies, yet essential services provision, 
including financial services, has a distinct urban bias (Connell, 2010). Consequently, informal 
strategies are likely to be prominent. Moreover, traditional (informal) economic systems are 
central to households’ livelihoods in Vanuatu and Solomon Islands – both in terms of 
providing a shared local identity and culture (Dinnen et al. 2010), as well as insulating 
households from some global macroeconomic shocks (particularly demand shocks, see 
Chapter 4). Consequently, it would be unsurprising if key features of traditional economic 
systems, such as semi-subsistence lifestyles, livestock holdings, and informal social protections 
– known broadly as the wantok system (Nanau, 2011) – also figured prominently in 
households’ responses to shocks.  
                                                          
104
 It should also be noted that the impact of income shocks on households’ human capital investment is heterogeneous. Thomas et al. (2004) 
observed that while households reduced education expenditure for younger children after the East Asian Crisis they quarantined their 
education expenditure for older children. Somi et al. (2011) found that households in Tanzania behaved strategically when faced with a shock 
by increasing their expenditure on health and decreasing expenditure on other, luxury items. Dasgupta and Ajwad (2011) explain that the 
conflicting findings can be explained by the fact that aggregate income shocks give rise to opposing income and substitution effects.  
105
 World Bank (2000, p141) dichotomises risk management into “informal mechanisms” (which includes both individual and household as 
well as group-based mechanisms) as well as “formal mechanisms” which includes both market-based and publically provided mechanisms). 
This chapter uses this distinction when referring to informal and formal strategies.   
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Further, any analysis of household coping behaviour in Vanuatu and Solomon Islands cannot 
be divorced from the considerable structural and dynamic factors of the local context. The 
dualistic nature of the economy in each country, with livelihoods and incomes divided largely 
along geographical lines, means that the coping behaviour of rural households is likely to be 
different to urban households.106 Indeed, the distinct geographical bias in households’ ability to 
cope was confirmed in a number of studies that examined the effect of the steep rises in 
international food and fuel prices and the subsequent global recession on households in PICs 
(ADB, 2009b; UNICEF, 2011). The results indicate that in areas where cultivatable land was 
available and strong social networks remained intact, households were generally able to avoid 
the worst of the effects of the shocks by increasing the production and consumption of local 
foods as well as relying on relatives for support. Rural communities with access to well-
functioning supply chains and good transport infrastructure were also able to take advantage of 
rising export prices for agricultural commodities. 
In contrast, households in urban areas of PICs, particularly in poorer squatter settlements, were 
generally found to be more adversely affected by the shocks. Limits on available land and 
employment opportunities as well as weakening (or absent) social protection mechanisms 
meant that there were few external buffers available to provide households with resilience from 
the shocks. Moreover, this was often compounded by the fact that, in many cases, 
remuneration rates fell during the slowdown, or at least failed to keep pace with rising 
commodity prices. The upshot was that some alarming trends were emerging in some urban 
areas as households attempted to cope with the shocks. These included switching to cheaper 
and less nutritious foods, outright skipping of meals among adults, decreased access to 
education for children and bank loans to fund current consumption. The consequences of these 
actions, according to UNICEF (2009), were likely to be a substantial increase in poverty and 
malnutrition and increased child mortality.  
However, insofar as these analyses were focused on PICs more broadly, and largely based on 
rapid assessments and anecdotal evidence, it is difficult to draw any firm conclusions about 
what this means for households in Vanuatu and Solomon Islands. A more formal investigation 
of households’ coping behaviours in these countries is warranted. 
 
                                                          
106
 However, rapid rates of urbanisation into already-crowded cities, as well as the general shift towards more monetised economic activity in 
rural areas, are progressively blurring these distinctions (see Chapter 4). 
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5.3. The dominant coping mechanisms of households in Vanuatu and Solomon 
Islands to recent global macroeconomic shocks  
This section catalogues the various ways that households in Vanuatu and Solomon Islands 
coped with recent global macroeconomic shocks – specifically the steep rises in the 
international prices of food and fuel and the economic slowdown associated with the GEC. 
Fieldwork for the study was conducted during early 2011 and consisted of 955 household 
surveys administered in twelve communities across both countries, including eight rural 
communities and four urban (see Chapter 2 for more information).  
The household survey was designed to capture information on households’ coping behaviour. 
The two specific household-level manifestations of the recent global macroeconomic shocks 
include both a “real inflation shock” and a “labour market shock” (each of these is described in 
more detail in Chapter 4). If a household nominated that they had experienced either of these 
shocks then they were asked about the various ways they coped. Respondents then selected 
from a detailed list of 55 non-mutually exclusive coping options presented in the survey; these 
were based on the different coping behaviours described in the empirical literature, as well as 
being tailored to suit the local Melanesian context. While these data are self-reported, the 
responses were specifically linked to the shock, using a technique similar to Alem and 
Söderbom (2012, p150) who cite the link between shock and response as the justification for 
their use of self-reported coping data in their study of Ethiopian households. 
Table 5.2 presents the 15 dominant ways that households in Vanuatu and Solomon Islands 
reported coping with the effects of recent global macroeconomic shocks.107 The sample is 
limited to the 816 households, or 85.5 per cent of the total sample, that nominated that they 
experienced the shock.108 Also presented are the different ways that households in rural and 
urban areas coped with the shock. Given the importance placed on examining responses to 
different types of shocks in the literature, the analysis is repeated for households that indicated 
that they experienced an adverse idiosyncratic shock. These results are presented in 
Appendices S and T.  
                                                          
107
 This represents the 15 unique ways that households coped with the recent global macroeconomic shocks. A complete disaggregated 
breakdown of each individual coping response is provided in Appendix R. Most of the dominant coping responses are the aggregate of a 
number of similarly related sub-responses. T-tests confirm that the results are broadly the same when the sample is narrowed to the 
784 households (or 82.1 per cent of the sample) that experienced a real inflation shock. Coping responses for each individual global 
macroeconomic shock (i.e. real inflation and labour market shocks) are not shown because of the difficulty attributing particular coping 
mechanism to specific shocks. This reflects the generally covariate nature of price shocks: most households (96 per cent) that indicated that 
they experienced a labour market shock also experienced a real inflation shock. 
108
 From the total sample of 955 households, the 139 households that did not experience a recent global macroeconomic shock are dropped 
from the sample – see Chapter 4 for more information on households’ experiences of shocks.  
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Table 5.2: Dominant household coping responses to recent global macroeconomic shocks 
in Vanuatu and Solomon Islands  
Percentage of households that experienced recent global macroeconomic shocks#  
Total 
N = 816 
Urban 
N = 301 
Rural 
N = 515 
Use environmental resources 83.9  73.4 90.1*** 
   Including: Use garden 79.3 61.1 89.9*** 
Reduce spending on non-essential items  77.5 77.1 77.7 
Switch to cheaper meals or meals of lower quality  73.7 75.4 72.6 
Increase labour supply  73.8 71.1 75.3 
Reduce spending on utilities 65.9 74.4 61.0*** 
Reduce spending on health 50.1 52.5 48.7 
Reduce spending on demerit goods 40.8 51.2 34.8*** 
Jettison traditional support 35.8 36.9 35.1 
Use traditional support systems 34.7 31.2 36.7 
Reduce spending on education 33.2 38.5 30.1** 
Reduce food intake 26.6 35.2 21.6*** 
Migrate to find more work 15.8 19.3 13.8** 
Sold livestock 13.4 8.6 16.1*** 
Draw down on savings 11.2 14.6   9.1** 
Borrow money    2.8   3.7   2.3 
#
 Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). Coping responses are not 
mutually exclusive. *, **, *** indicate the results of t-tests of significance between rural and urban households at the 10, 5 and 1 per cent 
levels of significance, respectively.  

 For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
 
The next six sub-sections discuss select dominant coping responses used by households in 
response to the shocks. Each response is discussed in terms of its importance in the Melanesian 
context and the main differences between the responses of urban and households. Households’ 
coping behaviour is also compared with coping responses from other developing country 
contexts in the empirical literature. Additional detail is also provided on the specific 
mechanisms households employ in each dominant response (drawing from the disaggregated 
coping data presented in Appendix R).  
5.3.1. Use environmental resources (direct production of consumption goods)  
Across the total sample, the most prominent household response to the effects of the shocks 
was to increase the use of the natural environment. Primarily, this reflected the use of a 
horticultural resource (“the garden”), though it also included nearby marine resources (“the 
reef”).109 The focus of this section is primarily on the garden for three reasons: (i) it was the 
more dominant coping response; (ii) the active investments in time and labour that households 
                                                          
109
 This was a catch-all term used in the survey to reflect all nearby marine resources used by the household, irrespective of whether an actual 
reef existed or not. In the local languages of Bislama and Solomon Islands Pidgin this was translated into “solwota”, that is, nearby salt water.  
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need to make to create, cultivate and harvest a garden mean that gardens are likely to be more 
central to households’ day-to-day activities, and risk-management calculations, than the reef, 
which is a more passive resource to be harvested; and (iii) the central importance of gardens in 
Melanesian culture and livelihoods.110 
There were some considerable differences in the extent to which rural and urban households 
used the garden to cope with shocks. In rural areas, 90 per cent of households indicated that 
they increased their use of the garden in the event of a shock, compared with 61 per cent of 
urban households. Drilling down to explore the reasons behind this discrepancy it is clear that 
the availability of environmental resources plays a key role. The 2007 Vanuatu Agricultural 
Census indicates that gardening land is almost universal in rural areas (GoV, 2007, p21) while 
the 2009 Census in Solomon similarly shows that almost all households (94 per cent) in rural 
areas grow their own food in gardens (GoSI, n.d., p14). In contrast, Census data indicate that 
the production of food for households’ own use is much less common in the urban areas of 
each respective country.  
Results from the household survey confirm the critical role of land availability in households’ 
capacity to use gardens as a coping mechanism (Figure 5.1). Almost 97 per cent of rural 
households that experienced a global macroeconomic shock had access to a garden. In contrast, 
in each of the urban settlements surveyed the ability of a household to turn to the garden to 
cope with a shock was strongly linked with the availability of gardening land. Underlining the 
similarities between the two countries, there was statistically no significant difference in the 
way households in Vanuatu and Solomon Islands used natural resources to cope with shocks. 
 
 
 
 
 
 
                                                          
110
 In the parlance of portfolio management, gardens could therefore be thought of as an asset in households’ portfolio that is actively managed 
with a view to providing returns, while the reef provides a passive return (Ibbotson, 2010). The analogy is not perfect, of course, because 
efforts must be made to harvest each resource – and there is heightened dimension of uncertainty in fishing. Nonetheless, given that this 
analysis focuses primarily on households’ efforts to hedge risk, households’ use of the garden is therefore of more interest than the reef.  
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Figure 5.1: Gardens in urban communities and coping with shocks 
Percentage of households in individual urban settlements that had gardens and used gardens to 
cope with recent global macroeconomic shocks* 
 
* Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). 
Source: Author. 
The role of the natural environment in assisting households cope with shocks is consistent with 
international evidence that suggests that natural resources can provide households with a 
natural safety net – being particularly important to households that have limited alternative 
consumption-smoothing options available (Pattanayak and Sills, 2001; Debela et al. 2012). 
Indeed, studies have shown that in countries where semi-subsistence food production is 
prominent, households with a high proportion of domestic food production (i.e. food grown for 
own consumption) in their diets tend to fare better during food price spikes compared with 
those that are dependent on purchasing their food (Rubio and Soloaga, 2004; Dimova and 
Gbakou, 2013). McGregor, Bourke, Manley et al. (2009, p.26) assert that smallholder 
subsistence farming systems have represented a “hidden strength of otherwise structurally 
weak economies” in Melanesia given their closed-loop nature of production and their capacity 
to provide access to nutritional food. 
5.3.2. Increase labour supply   
Almost three quarters of households in the sample looked to increase their supply of labour in 
response to the recent global macroeconomic shocks. This included both generating additional 
income as well as offering labour services in exchange for food. While the percentage of 
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households working for more income was broadly similar between rural and urban households, 
working for food was more prominent in rural areas, with the difference statistically significant 
(Appendix R). The latter is likely to reflect the system of labour pooling that occurs within 
rural communities for the purpose of agricultural production, which is a central feature of the 
informal social protection system in Melanesia (Nanau, 2011).  
Without more detailed survey information, or labour market statistics, it is difficult to ascertain 
the exact nature of the changes in households’ labour supply. However, focus groups held in 
the same communities as part of a wider multidisciplinary study on households’ vulnerability 
to macroeconomic shocks indicated that a substantial share of the additional labour related to 
women increasing their participation in informal labour markets; that is, unregulated and 
undocumented employment outside the formal sector (Donahue et al. 2014).111 In contrast, 
only a few focus group participants (either men or women) indicated that they found new 
formal employment. A modest proportion of households also indicated that individuals had 
migrated to find work, particularly in urban areas where formal labour markets are 
concentrated. This is likely to reflect, at least in part, job seeking in the formal labour market. 
In the main, additional income-earning activities nominated by focus group participants 
included selling additional produce from gardens, peddling value-added goods such as 
handicrafts and clothes, and selling cooked food at local markets (Donahue et al. 2014). 
Whether increased peddling of food, in particular, was the result of a substitution effect away 
from other income-generating activities to take advantage of higher selling prices or simply a 
response to falling real incomes is unclear, though there is evidence that the international 
commodity price shocks were transmitted, to some extent, to local food prices in the Pacific 
(UNICEF, 2011a).  
That fact that a good deal of households in Vanuatu and Solomon Islands resorted to peddling 
agricultural and other products in informal labour markets is instructive of the main channels 
available to households to earn income in ordinary times as well as during shocks. The 
International Labour Organisation (ILO) notes that the workforce in both countries is 
dominated by agricultural labour, owing to the anaemic formal job creation in recent years and 
the relatively low-skilled workforce (ILO, 2009a; 2009b). Numerous studies have also shown 
that, where available, households occasionally sell surplus crops and marine resources to meet 
their financial needs (Cox et al. 2007; Gibson and Nero, 2008; GoSI, n.d.). Indeed, information 
                                                          
111
 This stands in contrast to those engaging in the formal market, which is characterised as those covered by formal labour contracts and 
subject to minimum wage requirements. This is the same definition of formal employment used in Chapter 4. 
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from the pre-crisis 2007 Agricultural Census in Vanuatu confirms this, with 60 per cent of 
rural households nationwide indicating they sold one quarter of their harvest while a further 20 
per cent sold half of the harvest (GoV, 2007).  
Evidence of households in Vanuatu and Solomon Islands seeking additional income, mainly in 
informal markets, during shocks is also consistent with coping responses observed in other 
developing country settings. Studies in both Indonesia (Frankenberg et al. 1999) and Mexico 
(McKenzie, 2003) found that weak demand in formal labour markets during covariate 
economic shocks resulted in increased labour supply being absorbed into informal markets. It 
also squares with evidence of high rates of informal labour market absorption across the 
Pacific more broadly during the GEC (Waring and Sumeo, 2010).  
5.3.3. Adjust expenditure patterns 
Households also coped with the effects of shocks by adjusting expenditure patterns.112 This 
included downgrades in the quality of food consumed, switching to local substitutes for 
consumer goods, as well as outright reductions in a range of goods. The latter involved a 
combination of non-essential items, utilities, demerit goods, essential services and even the 
amount of food consumed. However, consistent with the notion that households tend to adjust 
what they consume before adjusting how much is consumed (Coates et al. 2006), households 
tended to prioritise those things for which there are readily available substitutes rather than 
reducing their consumption outright. Urban households were more likely to indicate that they 
had reduced their spending than rural households, with the differences statistically significant 
across almost all spending categories.  
Around three quarters of households coped with shocks by consuming cheaper, as well as 
lower quality, food. In aggregate, there was statistically no difference between urban and rural 
households. However, adjusting food expenditure is likely to be related, at least in part, to 
households’ attempts to consume additional food from gardens. Controlling for households 
that experienced the shocks and also coped by increasing their use of the food garden (to 
isolate the effects of changes in food-purchasing behaviour), urban households were 
significantly more likely to switch to cheaper (non-garden) food than rural households (74 per 
cent compared with 47 per cent).113 This squares with qualitative evidence that households in 
                                                          
112
 For the purposes of this analysis all decisions by households to reduce monetary outflows have been grouped under the banner of adjusting 
expenditure. It is recognised that this is likely to include adjustments to discretionary and non-discretionary household expenditure.  
113
 Excluding those households that indicated that they coped with a shock by switching to cheaper or lower-quality food as well as increasing 
their utilisation of the garden is an imperfect measure of those households that genuinely switched to cheaper store-bought food, (for example 
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urban areas of Melanesia are increasingly shifting toward consuming lower cost, imported food 
from stores (such as rice, tinned fish and packet noodles) – in part because it represents greater 
value than produce sourced from markets (Pacific Institute of Public Policy, 2011b; Feeny et 
al. 2013).114 While there is a danger that such moves will have negative health implications, it 
is not necessarily true that processed and imported foods are of lower nutritional value. 
Assertions regarding nutrition must take into account the broader issue of current diets and the 
dietary requirements of households.115  
The shift to cheaper food is also consistent with international evidence that households 
attempted to preserve their caloric intake during rising food prices by downgrading the quality 
of food during the recent spike in food prices (Skoufias et al. 2012; Gibson and Kim, 2013). 
However, a key point of difference between Vanuatu and Solomon Islands and other 
developing country contexts is that survey data indicated that a household’s poverty status was 
not influential in determining whether they switched to cheap or lower quality food, even once 
the use of gardens was accounted for.116  
In the event that households resorted to outright reductions in what was consumed there tended 
to be a preference for reducing spending on non-essential (discretionary) items. Around two 
thirds of households spent less on clothes and around one quarter spent less on mobile phone 
credit, with broadly similar shares in urban and rural areas (Appendix R). Around half of all 
households in both urban and rural areas reduced their demand for fuel in response to rising 
fuel prices. This largely reflected reduced derived demand for fuel, through the search for 
cheaper alternatives to transport, lighting and cooking rather than reducing direct fuel 
consumption, which was less common. In fact, in some of the most geographically remote 
communities (such as Weather Coast and Vella Lavella in Solomon Islands and Baravet in 
Vanuatu) less than 10 per cent of households indicated that they directly reduced their 
consumption of fuel despite the rise in price – perhaps illustrating that there is a relatively 
                                                                                                                                                                                    
 
it does not account for the fact that some households may have increased their utilisation of the garden for purely income purposes). 
Nonetheless, the difference is sufficiently large between urban and rural households that accounting for these issues is unlikely to change the 
overall assertion.  
114
 Focus groups also mentioned that changing preferences in rural areas have meant that purchased imported foods comprise an increasing 
share of households’ diets in rural areas (see Donahue et al. 2014).  
115
 For example, Allen (2001) finds that food imports improved food security in Malo, Vanuatu. In the context of Papua New Guinea (PNG), 
Heywood and Hide (1994) found that moves to cash-cropping led to higher incomes and more spending on rice, tinned fish and meat. This 
resulted in beneficial increases in the intake of protein among households. Bourke and Heywood (2009) provide an extensive overview of food 
and agriculture in PNG (see Feeny et al. 2013). 
116
 Both Skoufias et al. (2011) and Gibson and Kim (2013) identify poor households as being the ones most likely to switch to lower quality 
food during a food price shock on account of poor households’ relatively high income elasticity of food consumption, and the fact that food 
comprises a relatively larger share of total spending of poor household (known as Engel’s Law).  
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lower price elasticity of demand for fuel in communities dependent on motorised transport and 
with few locally-available substitutes. Urban households were also more likely than 
households in rural areas to seek alternatives to consuming utilities such as water and 
electricity and were much more likely to reduce their spending on demerit goods, such as kava, 
betel nut, cigarettes and alcohol.117 
In addition, one third of households in the sample reduced their expenditure on education while 
one half reduced their spending on health. While on the face of it, such a widespread reduction 
in spending on essential services may be cause for considerable concern, the aggregate results 
mask the fact that this tended not to reflect outright reductions in education and health services 
consumed, per se, but rather a reallocation of expenditure. For instance, controlling for those 
households that switched children to a cheaper school, the percentage of households that 
indicated they reduced education spending falls to 11 per cent. Somewhat concerning, 
however, is that 6 per cent of urban households sent children to work as a coping response – 
almost four times the rate observed in rural areas (Appendix R). Similarly, reductions in health 
spending tended not to reflect outright reductions in the utilisation of health services, but rather 
reducing the amount spent on medicines. A smaller (though still considerable) 7 per cent of 
households indicated that they forewent medical treatment following the shock, with similar 
rates observed in urban and rural areas. While not as drastic as indicated in the aggregate data, 
the fact that almost one in every 14 households surveyed reduced out-of-pocket expenditure on 
health services to cope with a shock, indicates that households’ resilience to shocks has 
important links with other key policy issues.  
Of particular alarm is that around one quarter of all households, and more than one third of 
households in urban squatter settlements, coped with the recent shocks by reducing the amount 
of food they consumed. This included consumption of less meals as well as smaller meals. 
Poor households were statistically more likely to respond by reducing their food intake than 
non-poor households – the only dominant coping mechanism where this was the case.118 That 
urban and poor households were more likely to resort to reducing their food intake to cope 
with a shock is consistent with the findings in Chapter 3 that food insecurity is concentrated in 
urban areas. The results are also consistent with the findings of Alem and Söderbom (2012) 
                                                          
117
 There is likely to be some endogeneity in the fact that urban households were more likely to reduce spending on utilities such as water and 
electricity since it is also more likely that urban households were paying for such utilities in the first place.  
118
 In the case of reducing food intake poor households measured using both the MPI and MMPI were more likely to resort to this mechanism. 
While poor households were more likely to use the garden only when the poverty was characterised in MPI terms (i.e. not when using the 
MMPI) (see Chapter 3 for more details of these measures). While this suggests that the results for reducing food intake are robust, it also 
illustrates the importance of a contextually relevant measure of multidimensional poverty, given that only the MMPI includes gardens in the 
identification of household poverty (see the discussion in Section 3.3.3).  
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who found in Ethiopia that poor urban households were the most likely to cut back on their 
food intake in response to the 2008 food price shock. The authors made the salient point that 
poor urban households were more likely to reduce food consumption given their inability to 
maintain their real disposable incomes during price rises – both because they have limited 
ability to command wage increases as well as their general alienation from alternative 
consumption-smoothing mechanisms, such as credit and assets. The implication is that poor 
urban households are often forced to reduce their food consumption by the same amount as the 
relative price increase in order to satisfy their nominal budget constraint.119  
However, equally important is that it appears that smoothing food consumption during shocks 
is not evenly distributed within households. Focus groups conducted as part of the broader 
study associated with this research indicated that women disproportionately bore the burden of 
adjustment to shock; often sacrificing their food intake to ensure that other members of the 
household had sufficient food to eat (Donahue et al. 2014). That women in Vanuatu and 
Solomon Islands potentially eat less during an economic shock is consistent with empirical 
evidence from other developing countries that women consume less when food is scarce and 
when the marginal value of food is high (Behrman and Deolalikar, 1990; Behrman, 1997). 
5.3.4. Use of informal social networks  
Slightly more than one third of households indicated that they increased their reliance on 
traditional support systems to cope with the effects of adverse economic shocks. The most 
prominent sources of additional support were first from family and secondly from 
friends/neighbours (Appendix R). Less common was seeking additional support from the 
church. In aggregate, there was statistically no significant difference between urban and rural 
households in their reliance on informal social networks.  
The informal social protection mechanism in Melanesia, known as the wantok system, is a key 
characteristic of the region with antecedents stretching back millennia (Douglas, 1967).120 Both 
Nanau (2011) and Regenvanu (2009) suggest that the system has macro and micro features: it 
imbues communities with a sense of a shared identity, while at the same time providing an 
important source of social protection – that is largely absent in a formal sense – in the form of 
                                                          
119
 The importance of food consumption suggests that households that cut back how much food they consumed were most likely to have 
already exhausted other consumption smoothing options beforehand – including reduced spending on less important items as well as altering 
what was eaten (Coates et al. 2006). 
120
 Renzio (1999, p21) defines the wantok system as “the set of relationships (or a set of obligations) between individuals characterised by 
some or all of the following: (a) common language (wantok = one talk), (b) common kinship group, (c) common geographical area of origin, 
(d) common social associations  or religious groups, and (e) common belief in the principle of mutual reciprocity”. 
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the reciprocal flow of numerous goods (including cash) and services, gift giving on special 
feast days and cultural norms of social obligation.121 It is also represents the main form of 
remittances for households, given that neither Vanuatu nor Solomon Islands has a large 
international diaspora.  
Churches also play a number of important roles in the contemporary system. In addition to 
being a regular occasion for community interaction, churches are an essential pillar in 
community governance, service delivery and even the implementation of development 
programs (Cox et al. 2007; Clarke, 2011).  
Informal systems of social protection are a common feature in developing country contexts 
where formal insurance markets are missing and public safety nets are unavailable. By pooling 
individual risks amongst a community, households are able to smooth variations in their well-
being in the face of adverse shocks (Alderman and Paxon, 1994; Dercon, 2002; Ratuva, 2006). 
Moser (1998) notes that, in this sense, the community itself can be considered an asset and 
households invest in the system, ex ante, in order for it to provide ex-post insurance following 
a shock.122 In Melanesia, the system has been identified as a key reason why absolute 
destitution and hunger is not prominent (Abbott and Pollard, 2004) and also why households 
are resilient to the effects of externally-generated macroeconomic shocks (Feeny, 2010). 
However, it is also recognised that traditional insurance cannot comprehensively insure 
households from shocks and that important gaps also exist in the network (AusAID, 2010).123 
The fact that a substantial share of households increased their reliance on traditional support 
systems following recent global macroeconomic shocks confounds, to some extent, the widely-
held notion that informal social protection systems tend to break down during covariate 
shocks. The particular reasons why this is the case are unclear without more detailed data, 
though it may reflect the continued centrality of the system in households’ coping plans, or be 
an indication that there was sufficient heterogeneity in households’ shock exposure that risks 
could still be effectively pooled. However, consistent with evidence that informal insurance is 
better suited to idiosyncratic shocks, survey data indicate that households increased their 
reliance on traditional support mechanisms more heavily during an idiosyncratic death / illness 
                                                          
121 While there is no taxpayer-funded welfare system in Vanuatu or Solomon Islands both countries have established Provident Funds that act 
like compulsory superannuation funds for individuals. However, these are only available to households that have access to formal 
employment, particularly in urban areas. Since this research focussed on poorer urban squatter settlement communities and rural communities 
it is unsurprising that the use of Provident Fund accounts was not a prominent coping response identified by households.  
122
 A number of authors have noted that informal social protection systems also address some of the practical constraints facing the 
development of formal insurance markets, including, information asymmetries and moral hazard issues, and underdeveloped institutions to 
enforce contracts (Besley, 1995; Udry, 1993; Rosenzweig, 2001). 
123
 Chapter 4 and McDonald et al. (2014) also provide a detailed discussion of the gaps in the informal social protection system. 
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shock than they did during the price and economic shocks (Appendix S). This was the case in 
both urban and rural areas.124  
Importantly, more than one third of households also indicated that they took steps to jettison a 
commitment during the shock period. The most prominent of these included reducing a 
contribution made at a community fundraising event and giving less money to wantoks and 
family. The least prominent was reducing contributions to church. Arguably, this provides 
prima facie evidence of a deterioration in the system in the face of a widespread economic 
shock; while households were looking to the system for support during a shock they were 
simultaneously looking to ways to reduce their investments in the system. Urban households 
were more likely to resort to this coping strategy than rural households, with 42 per cent of 
urban households that sought support simultaneously withdrawing it from others, compared 
with 31 per cent of rural households – a statistically significant difference. Insofar as this 
support system is based upon prevailing informal norms of trust and reciprocity, as well as the 
availability of resources, such net withdrawals of resources may threaten its ongoing viability 
and its ability to provide insurance to future shocks. 
Broadly speaking, the fact that households coped by jettisoning commitments is consistent 
with the findings of a raft of studies across PICs that have identified the growing pressures 
being placed on informal social protection. Most of these studies have focused on urban areas, 
where the combination of low incomes and growing inequality within rapidly expanding urban 
squatter settlements has placed pressure on the capacity of informal networks to provide both 
livelihoods and informal social protection (Wood and Naidu, 2008; Naidu and Mohanty, 2009; 
Bedford, 2012). It is also consistent with assertions that some traditional obligations have been 
overly onerous and abandoned by some households simply to get by (Connell, 2010). 
However, the fact that there was no significant difference in jettisoning behaviour between 
urban and rural households in the survey suggests that any deterioration that is occurring may 
well be more widespread than simply in urban squatter settlements. Interestingly, it appears 
that church tithes were largely quarantined from such discretionary shifts.125 
 
                                                          
124
 Indeed, in comparisons of the coping strategies deployed between the covariate and idiosyncratic shocks, relying more heavily on 
traditional support was the only response where there was a statistically significant difference. 
125
 While this may be attributable to measurement error or the reluctance of respondents to disclose to survey enumerators their withdrawals to 
the church, the fact that reducing contributions to the church was the least-jettisoned commitment in every community surveyed indicates that 
it is likely to be genuine. Anecdotal information from key informant interviews suggests that peer-pressure may play an important role. The 
cultural significance of the church and the often-public display of giving tithes at church ceremonies meant that individuals were often 
reluctant to reduce their contributions to the church, lest they lose face within the community.  
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5.3.5. Use of livestock 
The sale of livestock also played a role in helping households cope with the effects of the 
shocks, though not a particularly prominent one, applying to only 13 per cent of households. 
Rural households were more likely to sell livestock compared with urban households, with the 
difference statistically significant. 
Livestock holdings, mainly in the form of chickens and pigs, have been a central feature of 
rural farming in Melanesia for centuries (Chowning, 1977). In addition to providing an 
important source of food, livestock plays an important role as a prestige item in Melanesia. 
Pigs, in particular, have traditionally been held as a form of traditional wealth and considered 
essential to major ceremonial transactions, such as marriage payments and compensation for 
death (MNCC, 2012). Census data confirm that livestock ownership continues to be 
widespread in rural areas. In Vanuatu 78 per cent of rural households keep livestock (GoV, 
2007) as do 85 per cent of the rural population in Solomon Islands (Janssen et al. 2006).  
Deaton (1991) proposed that, in the absence of financial services, households could use buffer 
stocks of assets as a form of pre-emptive insurance against future income shocks. Considerable 
literature has tested this proposition and found, to varying degrees, that households do 
accumulate stocks of liquid assets, such as livestock and cash, for the purposes of counter-
cyclical income management (Fafchamps et al. 1998; Rosenzweig, 2001; Wainwright and 
Newman, 2007). It would appear that some households in Vanuatu and Solomon Islands are 
using livestock in a similar fashion – to smooth fluctuations in their well-being. More broadly, 
the use of livestock as a smoothing mechanism is also indicative of the increased 
commodification of cultural assets.126 This complements the findings of Huffman (2005) that 
pigs are being increasingly used as a medium of exchange in certain circumstances in rural 
areas, including as consideration for school fees. 
There also does not appear to be a link between households’ poverty status and the sale of 
livestock in Vanuatu and Solomon Islands. There was statistically no significant difference in 
the proportion of households that sold livestock when the sample is split between poor and 
non-poor households (using the MPI as the relevant poverty indicator). This contrasts with a 
number of studies in sub-Saharan Africa that find that the asset management behaviour of non-
poor households (who conventionally accumulate and de-accumulate assets to smooth 
                                                          
126
 The multiple roles of livestock were explored in the household survey. Of the households that possessed livestock, 44 per cent responded 
that the primary reason they did so was as a store of wealth, 47 per cent indicated they reared livestock as a food source, while only 5 per cent 
indicated they kept livestock for the sole purpose of custom ceremonies.  
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variations in their well-being) differs to poor households (who prefer to hold onto their 
remaining economically productive assets during a shock and instead reduce food 
consumption) (Kazianga and Udry, 2006; Hoddinott, 2006). This may reflect the fact that more 
extreme forms of income poverty evident in other developing country contexts are largely 
absent in both Vanuatu and Solomon Islands (see Chapter 3).  
5.3.6. Financial services  
The use of financial services was not prominent in households’ suite of coping mechanisms. 
Urban households were more likely to draw down on savings than rural households, with the 
difference statistically significant – though the overall proportion of urban households that 
utilised savings was nonetheless small (only 15 per cent). Interestingly, survey data indicate 
that while the rate of bank account ownership tends to decline as communities move further 
away from major markets, households’ proclivity to use savings accounts to cope with a shock 
does not appear to be strongly correlated with account ownership (Figure 5.2). This suggests 
that simply having a bank account may be insufficient for assisting households to cope with a 
shock, and rather other issues, such as access or financial literacy, may well be more important 
in determining whether a household actually utilises financial services during a shock. Further 
underscoring the limited use of financial services, during the shocks, only a very small share of 
households, less than 3 per cent, indicated that they borrowed money, either from a bank or an 
informal money lender.   
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Figure 5.2: Bank account ownership and coping with shocks  
Percentage of households that experienced recent global macroeconomic shocks*   
 
* Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). Communities have been 
assembled, broadly, in terms of their increasing remoteness from central markets (as per Figure 3.1 in Chapter 3). 
Source: Author. 
5.4. The vulnerability and resilience of households to the effects of recent global 
macroeconomic shocks  
While the previous section focused on households’ dominant coping responses in the face of 
recent global macroeconomic shocks, this section examines the extent to which households in 
Vanuatu and Solomon Islands were vulnerable, and resilient, to the effects of these shocks. It is 
broken into two parts. Firstly, combining information from Chapter 4 on households’ 
experiences of shocks with information drawn from the survey on well-being, households are 
identified as being either vulnerable, or resilient, to the effects of the shocks. An econometric 
model is then used to explain the locational and socioeconomic characteristics associated with 
vulnerability and resilience. Secondly the focus is narrowed to the role played by households’ 
dominant coping responses in providing resilience to the effects of the shocks.  
5.4.1. An ex-post assessment of household vulnerability  
The econometric model used to examine the vulnerability of households to the recent global 
macroeconomic shocks is based on the VER approach used in both Glewwe and Hall (1998) 
and Corbacho et al. (2007). Both studies use a conventional before-and-after analysis to 
examine the effect of a previous macroeconomic shock on well-being. Using household panel 
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data they regress changes in income and consumption on exogenous and endogenous variables 
through a shock period and seek to identify which household and location characteristics were 
correlated with household vulnerability, when other variables are held constant. According to 
this approach vulnerable households are identified, ex-post, as those that experienced a fall in 
well-being during the shock period.  
Unlike the aforementioned studies, this study relies on cross-sectional survey data. This means 
that the multidimensional poverty indices – the working definition of well-being in this thesis – 
cannot be used to assess vulnerability, ex-post, given it is only captured at a single point in 
time. However, the survey does include two self-reported indicators of well-being that were 
specifically included to capture inter-temporal aspects of households’ well-being during the 
shock period. These include the change in household disposable income and the incidence of 
food insecurity. For the former, households were presented a five-point Lickert scale to 
indicate how household’s disposable income (that is, the money they had available to spend) 
had changed in the two years preceding the survey, with the mid-point representing no change. 
For the latter, households were asked a number of questions relating to the behaviours, 
experiences and conditions related to food insecurity.127 A household is considered to have 
experienced severe food insecurity if it answered in the affirmative to the question “In the past 
12 months did you or any other adults in the house not eat food for an entire day because there 
wasn’t enough money to buy food?”128 The underlying assumption is that food insecurity is 
episodic for households, rather than being an ordinary course of events. Moreover, limiting the 
timeframe to 12 months links the episode with rises in food prices.129  
In addition to having a precedent in the empirical literature (Alem and Söderbom, 2012) there 
are three practical advantages to using the two indicators of well-being to examine households’ 
vulnerability to recent global macroeconomic shocks. Firstly, it provides a useful robustness 
check on the results, which is particularly important given the well-documented problems that 
self-reported income measures face in developing country contexts, including issues of recall 
bias and inaccurate disclosure (Haughton and Khandker, 2009).130 Secondly, the dominance of 
informal and non-monetised livelihood practices in Vanuatu and Solomon Islands, in particular 
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 See Chapter 3 for a detailed discussion on the food security measure used. 
128
 As per the discussion in Chapter 4 the period under review is not strictly aligned with the peak in international commodity prices, which 
occurred in mid-2008 and the subsequent global recession (see footnote 75 in Section 4.3 for more details).  
129
 It is recognised that this is a strong assumption, though it is based on assessments regarding the generally low level of food insecurity, at an 
aggregate level, in Vanuatu and Solomon Islands (McGregor, Bourke, Manley et al. 2009). 
130
 In developing countries consumption is generally preferred over income as monetary measure of well-being, given the inherent difficulties 
of measuring income as well as the fact that income is often derived from domestic agriculture. To the extent that this analysis relies on 
respondents’ disclosure of their change in income, rather than their level of income, some of the problems related to disclosure may be partly 
ameliorated.  
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in rural areas, casts doubt on the suitability of income-based measures of well-being. Including 
a measure of food insecurity may therefore provide a more direct, and universalised measure of 
household well-being. Thirdly, in line with international evidence, falls in household 
disposable income and experiences of food insecurity target two separate, but linked, effects of 
the price and economic crises identified in a number of developing country contexts, including 
in PICs (Hadley et al. 2011; UNICEF, 2011).131   
The two indicators of well-being are presented graphically in Figures 5.3 through 5.5. In total, 
almost 32 per cent of households indicated their income had fallen during the shock period. 
This compares with 40 per cent of households whose income increased and 28 per cent who 
said it remained stable (Figure 5.3).132 The incidence of falling income was broadly similar in 
urban and rural areas. On its face, these data indicate that there was only a relatively modest 
effect of the GEC on households’ disposable income.133 The rates of falling income were much 
higher across Vanuatu (42 per cent) than in Solomon Islands (22 per cent). The considerable 
discrepancy between the two countries may reflect a number of factors, including the relatively 
greater exposure of households in Vanuatu to the deterioration in trade, FDI and the fall in 
commodity prices. It may also reflect the fact that the sample in Solomon Islands does not 
include communities heavily involved in logging activities, which was identified as a key 
transmission mechanism of the GEC (see Chapter 1). Without a more nationally representative 
sample it is difficult to make generalised conclusions at a national level; it does, however, 
further illustrate the challenges in using monetary-based measures of well-being in the local 
context.  
At the individual community level, the distribution in the rate of households that reported a fall 
in disposable income appears to reflect locally-specific factors (Figure 5.4). The remote, cash-
crop dependent community of Baravet had the largest share of households experiencing a fall 
in income (55 per cent), followed by communities where cash income from formal sector 
employment is prominent: Mangalilu (52 per cent); Luganville and Port Vila (both 42 per 
                                                          
131
 Hadley et al. (2011) noted in their study of household vulnerability to the food price shock in Ethiopia that attributing the change in food 
prices to food insecurity is difficult given the compounding effects of both the sharp increase in food and fuel prices. However, since this 
analysis bundles both food and fuel prices together in terms of a “real inflation” shock this is not a concern. 
132
 Arguably, households that indicated their income remained stable over the two years in the face of increasing commodity prices may have 
had a fall in their well-being, to the extent that their real disposable income fell. This was a point addressed by UNICEF (2009). 
133
 Importantly, these results are not inconsistent with those presented in Chapter 4. The absolute numbers of households that experienced 
weakening labour market conditions (which are assumed to be a key way that the GEC was experienced by households) were relatively 
modest, with 25 per cent in urban areas and 10 per cent in rural areas. These relatively low proportions are likely to be a reflection of the 
macro-level cushions PICs have from demand shocks, as outlined in Feeny (2010). Moreover, the fact that rural and urban households reported 
falls in disposable incomes in similar proportions may reflect a number of factors: the general disconnect between households’ experiences of 
labour market shocks and changes in disposable income in rural areas could be reflective of the general peripherality of wage labour to 
household incomes; it may also be a reflection of prices rising more strongly in rural areas compared with urban areas, which would be 
consistent with the effects of cascading costs of transporting goods through multiple ports to rural areas (ADB 2009b).    
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cent). However, the urban communities of Port Vila and Luganville in Vanuatu each had the 
largest share of households that indicated that income had gone “down a lot” (both 7 per cent). 
In contrast, the lowest rates of income falls were observed in Solomon Islands – in both the 
geographically remote community of Vella Lavella (12 per cent) and the relatively well-
serviced cash-crop producing community of GPPOL (16 per cent). 
The experience of food security tended to be more uniformly distributed along conventional 
geographic lines (Figure 5.5). Urban squatter communities had much higher rates of food 
insecurity (24 per cent) than rural areas (11 per cent). The worst rates of food insecurity were 
observed in the urban communities of Auki, Port Vila and Honiara. In contrast, the well-
connected rural areas of GPPOL and Hog Harbour and the geographically isolated Weather 
Coast are noticeable for their very low level of food insecurity. This may be a capturing both 
the effects of the Melanesian “sweet spot” identified in Chapter 3 as well as the near self-
reliance of the isolated communities when it comes to food.134  
Figure 5.3: Self-reported change in household disposable income in the past two years  
Percentage of households that experienced recent global macroeconomic shocks* 
 
* Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). Eight households were 
dropped from the sample because of no response to the question. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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 However, it should be noted that other communities in the “sweet spot” such as Mangalilu had relatively high rates of food insecurity, as 
did other geographically isolated communities such as Banks Islands, Baravet and Vella Lavella. This illustrates the potential issue of over-
generalising when looking at a small number of communities.  
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Figure 5.4: Self-reported falls in disposable income in the past two years  
Percentage of households that experienced recent global macroeconomic shocks; by 
community*    
 
* Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). Communities have been 
assembled, broadly, in terms of their increasing remoteness from central markets (as per Figure 3.1 in Chapter 3). Eight households were 
dropped from the sample because of no response to the question. 
Source: Author. 
 
Figure 5.5: Self-reported food insecurity 
Percentage of households that experienced recent global macroeconomic shocks; by 
community*    
 
* Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). Indicator of food 
insecurity is whether “an adult had not eaten for one day during the past 12 months”. Communities have been assembled, broadly, in terms of 
their increasing remoteness from central markets (as per Figure 3.1 in Chapter 3). 
Source: Author. 
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In order to examine the correlates of households’ vulnerability to recent global macroeconomic 
shocks the following model is specified:  
 
 Ω, =  +  + !"#, 	+ $% + 		 5.1 
where Ω, denotes change in well-being outcome j for household i during the shock period. 
Since the change in income is a monotonic five-point scale, an ordered probit specification is 
used to estimate the model, while a probit specification is used to model the binary food 
insecurity variable.   is a vector of household characteristics chosen to explain the 
vulnerability of household i and includes demographic characteristics, indicators of 
socioeconomic status (i.e. households’ score on two separate wealth indices based on asset 
ownership), livelihood sources and location dummies.135 "#,  is a vector of dummy variables 
indicating whether household i experienced shock x during the shock period (shock types are 
explained in more detail in Chapter 4).136 The inclusion of dummy variables of households’ 
experiences of other shocks is consistent with the approach taken by Alem and Söderbom 
(2012) and accounts for the impact of a given shock being influenced by households’ 
experiences of other uninsured shocks.  
%  is a separate vector of dummy variables of the observed individual coping mechanisms used 
by household i as described in Section 5.3 above. This represents an important departure from 
most VER approaches to assessing vulnerability, which must typically infer coping capacity 
from households’ characteristics due to a lack of data (Kurosaki, 2010). Given that households 
were able to nominate coping responses from a large list of non-mutually exclusive options, 
each individual coping response is included in a separate model to overcome issues of 
multicollinearity.137, 138  
A constant term is represented by  while  is the mean-zero disturbance term. In order to 
attribute declines in well-being to the effects of the shock, the sample is censored to include 
                                                          
135
 A household’s wealth is divided into conventional wealth, which is based on indicators of durable assets and dwelling characteristics, as 
well as traditional wealth, which reflects other important aspects of wealth in a traditional Melanesian setting (see Appendix K for more details 
of how these indices are calculated). 
136
 The dummy variables for households’ shock experience are derived from the list of primary negative shocks experienced reported in 
Table 4.3 (Chapter 4). The exception is the “lifestyle” shock. In Chapter 4 both death / illness shocks and custom shocks were grouped 
together on the basis of factor analysis and the correlation structures of the shocks. This was renamed a “lifestyle shock”. Since this chapter 
uses the death / illness shock as a representation of an idiosyncratic shock, it is included separately as an explanatory variable in Equation 5.1. 
Consequently, to avoid issues of collinearity, both the “lifestyle shock” and custom shock are excluded.  
137
 Potential collinearity issues were confirmed using a correlation matrix of individual coping responses as well as separate probit equations in 
which dummy variables of individual coping responses are regressed on other coping responses dummy variables. 
138
 Interaction terms between coping and shock experiences were also included, to examine whether particular coping responses were more 
effective at insuring households from certain shocks. However, with few exceptions, the coefficients on the interaction terms were 
insignificant and were hence excluded from the model.  
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only the 816 households that experienced either an inflation shock or a labour market shock.139 
Appendix U describes the variables in the model in more detail. 
The estimated parameters  and ! indicate whether a given household characteristic and shock 
experience is associated with vulnerability / resilience, respectively. Similarly, the sign and 
significance of the estimated coefficient on coping behaviour, $, indicates whether a particular 
coping response contributed to households’ vulnerability or was associated with resilience (this 
examined in more detail in Section 5.4.2 below). For each of the change in income and food 
security models, two equations are estimated: Model A which includes only country and urban 
dummy variables, and Model B which separately specifies a dummy variable to capture 
community-specific effects. 
Table 5.3 presents the results of the modelling exercise. Conventional regression output is 
presented for the ordered probit model of income changes, while the marginal effect (dF/dx) of 
each explanatory variable is presented for the probit model of food insecurity. What is of 
primary interest is both the sign and significance of the coefficients. A positive coefficient in 
the ordered probit indicates that the explanatory variable is associated with reduced 
vulnerability (that is, resilience) to the extent that it indicates a movement away from an 
adverse outcome and toward a less-adverse outcome (from experiencing a fall in disposable 
income to stable, or even rising, income).140 In the probit the opposite is true, with a positive 
coefficient associated with increased vulnerability, given that it indicates increased probability 
of a household experiencing food insecurity. The size of the coefficients determines the 
strength of these effects.  
In the interests of parsimony only the coefficients and their significance are presented and only 
the model that includes households’ use of the garden is shown.141 Changing the coping 
variable had little effect on either the sign or the significance of the coefficients on the control 
variables. To illustrate this, the range of values each coefficient takes in each of the separate 
equations run for the 15 dominant coping responses is presented in square brackets. 
                                                          
139
 For reasons of collinearity, dummy variables an inflation shock and a labour market shock are not included in the same model.   
140
 It could also represent a movement from a severe fall in income to a less-severe fall in income, which, in the context of this analysis, is still 
considered to represent a less vulnerable outcome.  
141 The full regression output for each of the models in which households’ coping responses are separately included are available from the 
author.  
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Table 5.3: Results from a model of household well-being during recent global macroeconomic shocks 
 1A 1B 2A 2B 
Dependent Variable: Change disposable income   Change disposable income Food insecurity = 1 (dF/dx) Food insecurity = 1 (dF/dx) 
 Coefficient Range Coefficient Range Coefficient Range Coefficient Range 
Coping: Use garden   0.108*   0.152   0.009   0.018  
Wealth  0.097** [0.090 : 0.106]  0.069* [0.060: 0.085] -0.012 [-0.013 : -0.007] -0.017 [-0.018 : -0.012] 
Traditional wealth  0.036 [0.025 : 0.061] -0.024 [-0.020 : 0.011] -0.025 [-0.030 : -0.019] -0.037** [-0.040 : -0.031] 
Gender head -0.239 [-0.270 : -0.210] -0.210** [-0.240 : -0.160] 
 0.028 [0.0231 : 0.032]  0.025 [0.017 : 0.028] 
Number of adults   0.004 [-0.010 : 0.023]  0.004 [-0.010 : 0.031] 
 0.047 [0.0421 : 0.054]  0.033 [0.028 : 0.039] 
Number of adults squared  -0.002 [-0.004 : 0] -0.003 [-0.006 : -0.001] -0.005 [-0.005 : -0.004] -0.003 [-0.003 : -0.002] 
Dependency ratio  -0.043 [-0.050 : -0.03] -0.060 [-0.070 : -0.050] 
 0.026** [0.024 : 0.029]  0.026* [0.024 : 0.028] 
Adult education  0.199* [0.186 : 0.218]  0.226* [0.213 : 0.255] -0.059* [-0.065 : -0.044] -0.049 [-0.056 : -0.038] 
Purchased foods  0.156** [0.106 : 0.156]  0.076 [0.026 : 0.076] 
 0.028 [0.022 : 0.033]  0.011 [0.003 : 0.018] 
Employed   0.144 [0.120 : 0.167]  0.167* [0.152 : 0.185] -0.102*** [-0.110 : -0.096] -0.096*** [-0.106 : -0.093] 
Food peddler  0.138* [0.102 : 0.153]  0.130 [0.096 : 0.149] 
 0.006 [0.001 : 0.011]  0.005 [0.000 : 0.008] 
Other peddler  0.070 [0.053 : 0.084]  0.128 [0.102 : 0.134] 
 0.003 [-0.001 : 0.005]  0.014 [0.010 : 0.017] 
Cash-crop seller  0.245** [0.216 : 0.283]  0.072 [0.062 : 0.119] 
 0.005 [0.001 : 0.009]  0.004 [-0.001 : 0.010] 
Urban  0.041 [0 : 0.048]    0.156*** [0.145 : 0.159]   
Vanuatu -0.294* [-0.33 : -0.25]    0.012 [-0.002 : 0.021]   
Environmental shock  0.004 [-0.03 : 0.018] -0.060 [-0.12 0: -0.040]  0.050*** [0.042 : 0.055] 
 0.038 [0.032 : 0.044] 
Crime shock -0.118 [-0.14 : -0.08] -0.172* [-0.180 : -0.130]  0.002 [-0.006 : 0.008] -0.011 [-0.018 : -0.002] 
Death / illness shock  -0.151 [-0.17 : -0.13] -0.180* [-0.200 : -0.160]  0.032 [0.025 : 0.036] 
 0.026 [0.018 : 0.031] 
Move in shock  -0.150* [-0.17 : -0.12] -0.087 [-0.100 : -0.040]  0.048 [0.035 : 0.052] 
 0.035 [0.0275 : 0.044] 
Auki   0.772*** [0.702 : 0.912]  
 0.0589 [0.039 : 0.0804] 
Banks Islands   0.446** [0.375 : 0.552]  -0.036 [-0.042 : -0.013] 
Baravet   0.122 [0.088 : 0.261]  -0.089*** [-0.097 : -0.075] 
GPPOL   0.472*** [0.450 : 0.616]  -0.138*** [-0.139 : -0.130] 
Hog Harbour   0.900*** [0.868 : 1.073]  -0.095*** [-0.097 : -0.082] 
Honiara   0.390** [0.352 : 0.507]  -0.002 [-0.018 : 0.026] 
Malu’u   0.400** [0.383 : 0.528]  -0.019 [-0.026 : 0.012] 
Mangalilu 
 
 0.067 [0.033 : 0.211] 
 
-0.042 [-0.052 : -0.024] 
Vella Lavella 
 
 1.254*** [1.215 : 1.437] 
 
-0.047 [-0.05 : -0.019] 
Port Vila 
 
 0.498** [0.490 : 0.613] 
 
 0.036 [0.0233 : 0.064] 
Weather Coast  
 
 0.171 [0.150 : 0.321] 
 
-0.142*** [-0.143 : -0.136] 
Observations  787 787 803 803 
Goodness-of-fit tests     
Hosmer-Lemeshow statistic  0.417 0.554 
Area under ROC Curve   0.708 0.761 
% correctly predicted   85.35 84.92 
. *** = p<0.01, ** = p<0.05, * = p<0.10; Standard errors are robust and Model A clusters standard errors on the basis of individual community. Models 1A and 1B dependent variable derived from a five-point Lickert scale, where 3 = no 
change. Models 2A and 2B dependent variable takes the value one if a household reported experiencing food insecurity and zero otherwise; Luganville dropped from the sample. Global macroeconomic shocks include a real inflation shock and a 
labour market shock (see Chapter 4 for details). Hosmer-Lemeshow statistic is a lack-of-fit test: significant p values indicate a rejection of a goodness-of-fit test. Square brackets show the maximum and minimum values for each coefficient from 
the separate models of well-being using a dummy variable for each dominant coping response. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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In general, the demographic and locational characteristics associated with vulnerability to the 
effects of the economic and price shocks are similar, irrespective of whether household well-
being is measured in terms of the change in income or food security. Importantly, the 
coefficients from the model of households in Vanuatu and Solomon Islands are generally 
consistent with the findings of studies that examine the household characteristics associated 
with vulnerability in other developing country contexts. A household’s wealth score is linked 
with its resilience to experiencing both a fall in disposable income and food insecurity during 
the shocks. This is the case both when wealth is characterised conventionally in terms of 
durable assets as well as in terms of traditional Melanesian artefacts of wealth. This is broadly 
consistent with the findings of Hadley et al. (2011) from Ethiopia who found that 
socioeconomic status was linked with resilience to food insecurity during the 2008 food price 
shock. However, the statistical significance of the coefficients on each wealth type differs 
depending on the well-being measure, with conventional wealth better suited to providing 
resilience to changes in disposable income and traditional wealth (which includes gardens and 
livestock) better suited to preventing food insecurity.  
Also consistent with international evidence is that education plays a role in providing 
households in Vanuatu and Solomon Islands with resilience from macroeconomic shocks. 
Better educated households have more human capital and therefore higher earning potential. 
However, Schultz (1975) also argued that education equips individuals with the attributes 
required to adapt to changing economic circumstances. Accordingly, education has been found 
to be associated with resilience to macroeconomic shocks in numerous contexts (Glewwe and 
Hall, 1998; Ligon and Schecter, 2003; Corbacho et al. 2007).  
Households that indicated they had access to formal employment were also more resilient. This 
was particularly the case for food insecurity, where having access to employment decreased 
the likelihood of reducing food intake by 10 per cent, compared with not having employment. 
In terms of changes in household disposable income, there may be an issue of survivorship 
bias in that households that retained their employment during the shocks were more likely to 
report increasing income. Nonetheless, the results confirm the importance of a stable source of 
disposable income from formal employment in helping households avoid the adverse effects of 
shocks. In contrast to formal employment, the coefficients on other sources of income, such as 
peddling food and selling cash crops were either insignificant, or became insignificant when 
community effects are accounted for, despite the concomitant increase in prices for key export 
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commodities. This indicates that economic geography considerations may be more important 
in determining households’ material well-being than selling cash crops per se.142  
There is also some evidence that female-headed households were more vulnerable than male-
headed households. This result squares with the information gathered more broadly in this 
research that women were typically the ones within the households bearing the biggest burden 
in terms of coping with shocks (see Donahue et al. 2014). However, it is at odds with a number 
of papers that fail to empirically establish such a relationship, despite the solid theoretical 
grounds for it (Glewwe and Hall, 1998).  
Households’ experiences of other shocks also generally contributed to their vulnerability 
during recent global macroeconomic shocks. Experiencing an idiosyncratic shock such as 
crime or death / illness heightened vulnerability to a fall in disposable income, while 
households that experienced an environmental shock (presumably one that affected crop 
yields) were also more vulnerable to food insecurity.143 This suggests that households were 
generally unable to fully insure themselves against a range of shocks during the shock period. 
Given that a substantial share of households indicated that they experienced multiple shocks in 
the two years prior to the survey (see Chapter 4), policymakers therefore need to focus on 
households’ vulnerability to a broad range of risks. 
5.4.2. A test of the effectiveness of household coping responses in providing 
resilience to recent global macroeconomic shocks  
A final dimension of this analysis examines whether households’ dominant coping 
mechanisms were associated with vulnerability, or resilience, to recent global macroeconomic 
shocks. In addition to providing information on the effectiveness of individual coping 
mechanisms in providing resilience it also sheds light on whether particular strategies were 
deployed by vulnerable households.  
Table 5.4 presents the results of the coefficients from Equation 5.1 for each of the 15 dominant 
coping responses of households observed in Vanuatu and Solomon Islands, holding 
households’ locational and socioeconomic characteristics constant (see Appendix U). Only the 
coefficient for the respective coping response is shown. A number of tests indicate that any 
issues of endogeneity between the coping response and households’ characteristics are likely to 
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 See Chapter 3 for a more detailed discussion of the economic geography of Vanuatu and Solomon Islands and its relationship with poverty.  
143
 Though this effect lost its statistical significance once the individual community effects were accounted for.  
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be modest.144 Similar to Table 5.3, conventional regression output is presented for the ordered 
probit model and marginal effects are reported for the probit. Appendices V and W provide the 
coefficients on each of the disaggregated coping responses to recent global macroeconomic 
shocks and a recent idiosyncratic shock, respectively.   
Table 5.4: Effectiveness of households’ dominant coping mechanisms in providing 
resilience from recent global macroeconomic shocks  
Coefficients on coping variables from Equation 5.1* 
Coping mechanism 
Dependent Variable 
Change in  
disposable income 
Food insecurity =1 
(dy/dx) 
Use garden   0.108*  0.009 
Reduce spending on non-essential items   0.153  0.005 
Switch to cheaper meals or meals of lower quality   0.346***  0.034 
Increase labour supply   0.263*** -0.014 
Reduce spending on utilities  0.193* -0.022 
Reduce spending on health -0.024  0.001 
Reduce spending on demerit goods   0.196***  0.022 
Jettison traditional support -0.094  0.033 
Use traditional support systems -0.043  0.041* 
Reduce spending on education   0.219*** -0.037 
Reduce food intake -0.231*  0.066* 
Migrate to find more work -0.100  0.075* 
Sold livestock  0.175 -0.037 
Draw down on savings -0.053  0.052 
Borrow money   0.076  0.153 
* Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). *** p<0.01, ** p<0.05,   
* p<0.10; standard errors (not shown) are robust can clustered on the basis of individual community (i.e. Model A). Results presented are the 
coefficients on the dummy variables of each coping variable in a separately specified model of household well-being during the recent global 
macroeconomic shocks. Other explanatory variables (not shown) include two separate indices of household wealth, household size, 
dependency ratio, adult education, and dummy variables for the gender of the household head, access to various livelihood sources, and the 
dominant source of food. Separate dummy variables were also included for households’ experiences of shocks as well as dummy variables for 
urban households and Vanuatu households. Full regression output of these 15 separate models available upon request.  
Source: Author. 
 
The results indicate that households undertook a number of different coping responses that 
were effective in providing resilience from a fall in disposable income. These generally related 
to responses that directly affected the amount of income the household received, such as 
increasing labour supply, as well as adjustments to the way households spent their income 
(Table 5.4). Individual adjustments in households’ expenditure that were associated with 
avoiding a fall in disposable income included switching to cheaper food, cheaper fuel, using 
traditional medicines, reducing spending on mobile phones and finding cheaper schooling 
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 This includes the Lewbel model, which accounts for endogeneity by constructing instruments from the heteroskedasticity of the existing 
function (Lewbel, 2012) and the variance inflation factor (VIF). 
155 
 
options (each of these is shown in Appendix V). Indeed, the effectiveness of these strategies is 
likely to have underpinned the widespread popularity of each of these responses.  
In addition, outright reductions in spending on demerit goods were also associated with 
resilience. While this is also likely to have positive health effects going forward, the opposite 
may be true for a number of other responses. For instance, relying on natural alternatives for 
medicines and finding alternative water sources may well be effective in helping households 
cope with the current shock; however, they may be imperfect substitutes and have longer-term 
consequences for health outcomes. Such longer term consequences of effective coping 
mechanisms could be an important area for further research.  
In contrast, a number of other coping responses were associated with heightened vulnerability. 
The most notable of these was reducing the intake of food. Households that either cut back on 
the size of meals or consumed fewer meals were more vulnerable to both a fall in disposable 
income as well as experiencing food insecurity. In fact, reducing food intake was associated 
with a 10 per cent greater likelihood of experiencing food insecurity, ceteris paribus.145 In 
addition, increasing the use of traditional support systems was associated with an increased 
likelihood of food insecurity. Vulnerable households were also 14 per cent more likely to 
report reducing their contributions to the church (see Appendix V). These results square 
broadly with Hadley et al. (2011, p1537) who found that food insecure households in urban 
Ethiopia during the 2008 food price shock were more likely to be those who cut back on food 
consumed and sought help to meet their needs. While it is difficult to attribute directional 
causality to these effects with cross-sectional data (for instance, seeking additional social 
support may have been a strategy used by particularly vulnerable households, rather than being 
ineffective in providing resilience, per se) it is nonetheless clear that recent global 
macroeconomic shocks, coupled with households’ attempts to cope with these shocks, were 
important factors in determining households’ vulnerability. 
Two additional interesting results also bear mentioning. Urban migration was associated with a 
heightened likelihood of experiencing food insecurity. This sharply illustrates the contrast 
between the imagined benefits of urban migration and the harsh reality migrants often face. In 
addition, once other household and locational characteristics were accounted for, using the 
garden was not significant in the model of food insecurity (though it was associated with 
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 Importantly, these results are likely to provide a key perspective on why some households indicated that they experienced food insecurity.  
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resilience to a fall in disposable income).146 This seems at odds with the central importance of 
the garden in households’ diets and its widespread use. While this may provide some tentative 
evidence of the garden being unable to stave off food insecurity, without additional data such 
assertions should be treated with caution.  
5.5. Discussion  
This chapter examines the extent to which households in Vanuatu and Solomon Islands were 
vulnerable, and resilient, to the effects of recent global macroeconomic shocks. By shedding 
light on the existing mechanisms in place for managing risk in the local context, and their 
efficacy in providing households with resilience to the shocks, this chapter makes a valuable 
contribution that can help shape both the design and targeting of social protection policies.  
Consistent with international evidence, households in Vanuatu and Solomon Islands were not 
immune from the effects of recent global macroeconomic shocks. Chapter 4 showed that price 
shocks were more universally transmitted to households than labour market shocks. This 
chapter has shown that a substantial proportion of households were also adversely affected as a 
result. This included both falls in households’ disposable income as well as episodes of food 
insecurity.  
In general, the key household characteristics that were associated with vulnerability and 
resilience to shocks in Vanuatu and Solomon Islands were similar to those observed in other 
developing country contexts. Female-headed households were considerably more vulnerable to 
an adverse outcome than male-headed households. This provides further evidence to support 
the case that women generally fared poorer with the adjustment to shocks. In contrast, 
wealthier and better-educated households, as well as those with access to stable forms of 
formal employment, had the greatest chance of withstanding the adverse effects of the shocks. 
That the characteristics of vulnerable and resilient households in Vanuatu and Solomon Islands 
are consistent with international evidence means policymakers should be able to look to 
countries at a similar stage of development for lessons on what social protection policies might 
work in the local context. 
Generally speaking, the dominant coping responses of households in Vanuatu and Solomon 
Islands to the effects of the shocks were consistent with empirical evidence from other 
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 When then sample is censored to include only urban households, where access to gardens are more limited and food insecurity is most 
acute, the coefficient on using a garden was negative (indicating a decreased  likelihood of experiencing food insecurity) though it was 
insignificant.  
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developing country contexts. This lends credence to the assertion that some coping strategies 
are universal. However, unlike other contexts, there was little difference between the behaviour 
of poor and non-poor households. Rather, coping activities tended to be determined along 
geographical lines. This may reflect the different characterisation of poverty in Vanuatu and 
Solomon Islands as well as the importance of the dualistic nature of each respective economy 
(see Chapters 3 and 4). 
In order to maintain their standard of living during the shocks, households looked to labour 
markets to augment their incomes, though a number of households – particularly in rural areas 
– also said they worked for payments in-kind. Consistent with evidence from other PICs, much 
of the additional labour supply was absorbed into informal markets; mainly via peddling of 
food and artefacts (Waring and Sumeo, 2010). The important role of stable income in 
providing resilience and informal markets in providing income means that policymakers 
should consider the role of informal income-generating activities when designing a social 
protection regime.  
Households also adjusted expenditure patterns in response to the shocks. In line with the 
dualistic nature of the each country’s economy this tended to be higher in urban areas. While 
some of the expenditure adjustments involved outright reductions in the consumption of 
discretionary items, such as mobile phones and demerit goods, households also downgraded 
the quality of food purchased and sought lower-cost and locally available substitutes for 
important non-discretionary items such as utilities, health and education. These adjustments to 
expenditure may be, in part, related to the fact that neither savings, nor credit – conventional 
consumption-smoothing mechanisms – featured prominently in households’ coping strategies. 
However, a small share of rural households sold livestock to augment their income.  
In addition to being a dominant coping response, adjusting consumption expenditure provided 
households with resilience to a fall in self-reported disposable income. In contrast, however, 
consumption adjustments were not effective in preventing households from experiencing an 
episode of food insecurity. This further underscores the usefulness of examining household 
well-being in multidimensional terms in Melanesia. It also suggests that while changes in 
spending patterns can help households satisfy their immediate nominal budget constraints in 
the face of falling real incomes, maintaining real levels of income may be more important from 
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the perspective of household resilience.147 To that end, better utilisation of financial services, 
in particular the use of savings, could play a key role in helping households smooth volatility 
in their well-being.  
From their revealed preferences it is also clear that households in Vanuatu and Solomon 
Islands view the natural environment, in particular gardens, and the informal system of social 
support as key safety nets in times of stress. The vast majority of households that experienced a 
shock indicated that they increased their use of the garden, for both food and income. Increased 
use of traditional support, provided by the wantok system, also featured prominently in 
households’ suite of coping behaviour.  
However, key gaps are known to exist in each of these safety nets. In particular, households 
residing in crowded urban squatter settlements are becoming increasingly alienated from 
cultivatable land. Relative to other areas, this implies that households in these areas are being 
deprived of an important alternative food and income source. It also means that they are forced 
to resort to other mechanisms, such as reducing expenditure on consumable items, in order to 
cope with shocks. At its most extreme, this even manifested itself in reductions in households’ 
food intake and food insecurity, which was also more prominent in urban areas.   
In addition, it is apparent that the demands for mutual support can sometimes be difficult to 
meet. Approximately the same proportion of households that looked to increase their use of 
traditional support systems following a shock also looked to reduce their input into the system. 
This was a feature across both countries and in rural and urban areas. In broad terms, this is 
consistent with deteriorating informal insurance in the face of covariate shock. Whether this is 
a reflection of greater targeting of contributions on the basis of need, a shift to what Holzman 
and Jørgensen (2000, p8) refer to as “balanced reciprocity” (in which gifts are provided on the 
basis that there will be a counter gift in return), or simply a broad-based withdrawal from the 
system is not clear. One clue is that households appeared to clearly find it more acceptable to 
withdraw their financial contributions to community fundraising events and toward family and 
friends before withdrawing tithes provided to the church. In any case, given the threats the 
informal safety net already faces from rapid rates of urbanisation and monetisation, the 
ongoing ability of the system to provide insulation from shocks is an important area for future 
research.  
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 This is particularly the case if, in switching to an inferior substitute, households jeopardise their ongoing formation of human capital. 
However, this is beyond the scope of the cross-sectional data in this analysis. A longitudinal study on the relationship between households’ 
coping responses and their well-being may shed further light on this. 
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This study also has a number of important limitations of which the reader should be aware. The 
use of self-reported data means that the analysis could be potentially biased by latent 
psychological factors (Ravallion and Lokshin, 2001). However, in the local context, where 
data on shock experiences, coping behaviour and well-being are not available, there was little 
choice but to use self-reported data. Considerable effort went into ensuring the veracity of 
households’ responses. This included asking households about changes in their disposable 
income rather than levels and triangulating responses by using multiple indicators of well-
being.148 In addition, attempts were made to specifically link households’ self-reported coping 
responses to their self-reported experience of a given shock. 
The use of cross-section data, too, means that the analysis relies on a number of assumptions. 
Households’ vulnerability is estimated using a single snapshot in time rather than the more 
conventional before-and-after approach of most VER approaches. An attempt was made to 
introduce a temporal dimension to households’ well-being by asking households about the 
ways that well-being changed during the shock period, though there is a risk of some recall 
bias. Also missed is whether there was a sequence to households coping behaviour. In addition, 
the analysis necessarily relies on the assumption that the observed changes in well-being 
during the shock period were the result of the shock. Without a relevant counter-factual or a 
control group it is difficult to substantiate whether those who experienced a decline in well-
being would not have done so anyway without the shock. Nonetheless, the fact that households 
that reduced food consumption in response to the shock were also more likely to experience 
food insecurity provides some prima facie evidence that the well-being and shock experience 
were linked.  
The use of a formal longitudinal study that includes time-series data on households’ well-
being, their spending decisions, and their responses to shocks could potentially overcome a 
number of these limitations. Moreover, such a study would permit a more formal examination 
of the long-term effects of coping. If combined with information on prices, such a longitudinal 
study could also be valuable in estimating price elasticities of demand in each community. This 
would aid in forecasting potential consequences of future price and economic shocks.  
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 The assumption underpinning the use of changes self-reported in disposable income was that households would be more forthcoming with 
financial information if it remained womewhat abstract. It also introduced a temporal dimension to the well-being. Of course, by eschewing 
levels, households with low income are necessarily equated with households with high income. However, communities were specifically 
targeted for this study on the basis that they were not particularly wealthy, so this should only have a modest impact on the results.  
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5.6. Conclusion  
This analysis of the dominant coping mechanisms used by households in Vanuatu and 
Solomon Islands to deal with the effects of recent global macroeconomic shocks has shown 
that a number of response mechanisms are crucial for providing households with resilience. 
Doubtless, the most important of these is the food garden. In addition to its centrality in 
Melanesian culture, gardens allow households to directly produce the most important of 
consumption items. They are also important in helping households maintain disposable income 
through the peddling of produce in informal markets. While the results found no conclusive 
evidence that the garden staved off food insecurity once other correlates were accounted for, it 
is clear from the very high rates of households that turned to the garden that it is a key part of 
most households’ suite of coping mechanisms. The experience of some households in urban 
settlements also illustrates that, in the absence of a garden, households are forced to reply upon 
other, possibly harmful, avenues to ameliorate the effects of shocks. The accessibility of 
gardening land should therefore feature prominently in any social protection regime in 
Vanuatu and Solomon Islands.  
The redistributive function of the informal social insurance system is also clearly important to 
households. Careful consideration should therefore be given to ways to strengthen the integrity 
of the system in urban areas in the face of shocks as well as insulate it from the inexorable 
penetration of modern market systems into rural areas.  
In line with the central proposition of the VER approach important policy lessons can also be 
learnt from the recent experiences of global macroeconomic shocks. In addition to focusing on 
the accessibility of gardening land and the redistributive effects of the informal insurance, it is 
clear that social protection policies should target women, who were particularly vulnerable to 
the effects of shocks. In addition, policies should also look to strengthen households’ wealth, 
educational levels and access to stable employment given that each of these provided 
households with the better chance of avoiding the worst effects of the recent shocks.  
The results also indicate that a number of important issues should be monitored. In particular, 
close attention should be paid to any longer-term welfare consequences of households’ 
adjustments in food, education and health expenditure. Policymakers should also be on alert 
for signs of coping mechanisms that are empirically linked with acute vulnerability. Two 
responses of particular note include households reducing their food intake and withdrawing 
161 
 
tithes to the church. Evidence of these occurring might serve as a useful early-warning 
indicator of more serious vulnerability. 
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CHAPTER VI – HOUSEHOLD VULNERABILITY TO 
POVERTY IN VANUATU AND SOLOMON ISLANDS  
 
6.1. Introduction 
Forward-looking analyses of household vulnerability are becoming increasingly prominent in 
development economics literature. In large part, this has reflected the emerging understanding 
that, in order to reduce poverty, policymakers need information on both the current incidence 
of poverty and also the magnitude of the threat of poverty, measured ex-ante (Calvo and 
Dercon, 2005). Such a perspective implicitly recognises that poverty is a stochastic 
phenomenon. To that end, while the current incidence of poverty is a critical indicator of well-
being it does not provide complete foresight into future poverty. Rather, whether a household 
is likely to fall into poverty in the future is also determined by its exposure to a variety of 
different shocks as well as its ability to effectively cope in the face of shocks. 
Both Vanuatu and Solomon Islands are two countries renowned for their inordinate exposure 
to economic and environmental shocks at a national level. On the face of it this suggests that 
stochastic factors are likely to be prominent in determining households’ well-being. Yet, to 
date, little empirical work has been done that provides a forward-looking assessment of 
household well-being in Vanuatu and Solomon Islands. Given the considerable human 
consequences of recent global macroeconomic shocks – both at a global level and in Vanuatu 
and Solomon Islands (see Chapters 1 and 5) – a rigorous examination of households’ 
vulnerability is clearly warranted.  
This chapter therefore estimates the ex-ante risk that households in Vanuatu and Solomon 
Islands will, if currently non-poor, experience poverty one period ahead, or if currently poor, 
remain in poverty. It follows an approach to estimating vulnerability originally devised by 
Chaudhuri et al. (2002) that has been widely used in a number of developing country contexts 
when only cross-sectional data are available. Poverty in this instance is characterised in 
multidimensional terms, using both the MPI and MMPI (Chapter 3). The model relies on 
cross-sectional data of households’ characteristics, households’ observed experiences of 
shocks (see Chapter 4) and households’ observed coping responses to shocks (see Chapter 5).  
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The chapter makes a number of important contributions. By combining empirical survey data 
with sophisticated modeling techniques it provides an up-to-date and detailed account of the 
vulnerability of households in Melanesian countries. It also makes a contribution to the 
vulnerability literature more broadly by estimating households’ vulnerability to 
multidimensional measures of poverty. It therefore further refines the understanding of 
households’ vulnerability from previous studies in the region more broadly (Jha and Dang, 
2010). The use of both the MPI and the MMPI, rather than more conventional monetary 
metrics like consumption, reflects the inherent limitations on relying solely on monetary 
metrics of well-being in Melanesia (see Chapter 3). 
Also, to the extent that it identifies those households that are likely to be poor in the future, the 
depth of their expected poverty and the reasons underpinning their vulnerability, the results 
will help inform policymakers in targeting poverty-prevention policies.  
The proceeding sections are organised as follows: Section 6.2 provides a review of the 
empirical literature measuring household vulnerability while Section 6.3 outlines the 
methodology of the analysis, including the econometric specification for estimating 
vulnerability. Section 6.4 then details the results while Section 6.5 provides a discussion before 
Section 6.6 concludes. 
6.2. Literature review  
The World Bank articulated in its 2000/01 World Development Report that sustainable poverty 
reduction required a forward-looking approach to reducing vulnerability (World Bank, 2000). 
By concentrating on the different risks facing households and communities, as well as the 
formal and informal strategies for dealing with risks, the report was instrumental in helping to 
shift thinking on effective social protection. In particular, it noted that preventing future 
poverty, via reducing a household or community’s vulnerability to risk was just as important as 
alleviating the current incidence of poverty (Moser, 2001). Moreover, the report highlighted 
that if individuals or households are persistently poor then current poverty will provide a good 
indicator of future poverty. However, if stochastic factors dominate, and movements in and out 
of poverty are common, then a focus on vulnerability is warranted. 
As a consequence, attempts to operationalise vulnerability are rapidly becoming a cornerstone 
of development economics, as evidenced by the rapid propagation of papers with the terms 
“vulnerability” and “poverty” jointly in the title (Guimarães, 2007). The World Bank (2014) 
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even made vulnerability and the management of risk the feature of its 2014 World 
Development Review – thus coming full circle from its contribution on poverty in 2000/01. 
Unlike static measures of poverty, vulnerability assessments provide a framework for 
explaining susceptibility to harm, and for guiding actions to enhance well-being through the 
reduction of risk (Adger, 2006; Dercon, 2006).  
Both Vanuatu and Solomon Islands are renowned for their vulnerabilities at a national level. 
Both are LDCs and SIDS – the latter also acknowledging that they share the peculiar 
vulnerabilities of small islands including limited size, remoteness and exposure to economic 
and environmental shocks (see Chapter 1). Yet how this broad view of vulnerability is 
transmitted to individual households in Melanesia is little known. To be sure, Melanesian 
households are exposed to the effects of an array of different shocks: including global 
macroeconomic shocks (in particular price shocks), environmental shocks and idiosyncratic 
shocks (see Chapter 4 for more details). However, little primary research has been done to 
estimate the impact that these shocks are likely to have on households’ future well-being. Put 
simply, there are few estimates of households’ vulnerability to poverty, and the work that has 
been done has had to rely on sparse and often unreliable macro–level data (Feeny, 2010). 
Jha and Dang (2010) found that a substantial proportion of households in PNG – a close 
neighbour of Vanuatu and Solomon Islands – are indeed vulnerable to poverty as a result of 
risk, with vulnerability varying across region, household size, gender and education. To some 
extent this provides a useful counterpoint to more stylised views regarding vulnerability in 
Melanesia; in particular, that the dualistic nature of the economy provides a buffer from 
macroeconomic shocks while households’ ample access to natural resources and the 
redistributive elements of the “traditional economy” provides households with an informal 
system of social protection.149  
A more in-depth and rigorous analysis of households’ vulnerability to poverty in Vanuatu and 
Solomon Islands is therefore clearly warranted. However, selecting the appropriate estimation 
technique is not straightforward. At the household level, a preponderance of different 
estimation methods have emerged in the empirical economics literature, prompting Hoddinott 
and Quisumbing (2003, p1) to suggest that the work on vulnerability is still at the “let a 
hundred flowers bloom” stage. Naude et al. (2009, p185) argue that such fragmentation is not 
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 A more detailed discussion of these issues is provided in Chapter 4. 
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surprising, given the sheer breadth of the concept and the range of potential hazards facing 
households.  
Hoddinott and Quisumbing (2008) bunch the various approaches used to estimate household 
vulnerability into three broad categories: vulnerability as uninsured exposure to risk (VER); 
vulnerability as expected poverty (VEP); and vulnerability as low expected utility (VEU). 
However, they note that all share the common aim of predicting whether a household will 
experience a level of material well-being below some socially acceptable minimum benchmark 
at a future point in time. This, in turn, is usually proxied by a consumption poverty line. 
Table 6.1 provides a brief outline of each of the three primary approaches, including their 
relative strengths and weaknesses. 
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Table 6.1: Economic approaches to estimating household vulnerability 
 Vulnerability as uninsured exposure to risk (VER) Vulnerability as expected poverty (VEP) Vulnerability as expected low utility (VEU) 
Definition 
An ex-post assessment of the extent to which a 
negative shock caused a loss in welfare. Usually 
shock-specific, including idiosyncratic and covariate 
shocks. Households that experienced a decline in 
welfare were thus vulnerable to the effects of the 
shock. This information can be used to reduce 
vulnerability to future shocks.  
 
An ex-ante assessment in which the 
vulnerability of household h at time t, &,' is 
the probability that the household’s welfare 
(usually consumption) at time t + 1 will be 
below the benchmark (consumption poverty 
line, z):  
&,' = 	(),'*+ ≥ -.	 
 
An ex-ante assessment in which vulnerability is 
the difference between the utility derived from 
some level of certainty-equivalent consumption, -/0  (usually per capita consumption – above 
which the household would not be considered 
vulnerable) and the utility derived from a 
household’s expected consumption.  
& =	1-/0 − 21) 
This can be further decomposed into 
vulnerability reflecting poverty and risk, 
respectively 
=	& =	 31-/0 − 12)4+	 312) − 21)4 
 
Steps to calculate 
1. Regress change in a welfare variable (usually 
consumption) on vectors of exogenous and 
endogenous variables through a period of shocks. 
2. If the shock can account for a significant amount 
of variation in welfare the household was 
vulnerable. Household characteristics that are 
(positively) negatively related to falls in welfare 
(increase) decrease vulnerability. 
1. Predict consumption for each household, 
conditional upon community and 
household characteristics. 
2. Derive the variance of consumption for 
each household. 
3. Make assumptions regarding the 
distribution of consumption, the poverty 
threshold and the threshold probability 
value above which a household is 
considered vulnerable. 
1. Make an assumption regarding the functional 
form regarding household utility. 1) = )+56/1 − 8 
2. Specify a conditional expectation of 
consumption such as a function of 
community and household characteristics. 
3. Estimate the two parts of the vulnerability 
measure (the risk component can be further 
broken down into covariate, idiosyncratic 
and unexplained/measurement error 
components). 
Strengths 
• Provides prima facie evidence that existing risk 
management mechanisms are doing a poor job in 
protecting households from income shocks. 
• Can indicate whether covariate or idiosyncratic 
shocks are the principal cause of welfare losses. 
• Can be adapted to determine whether shocks have 
different effects across different groups. 
• Relatively easy to estimate. 
• Produces a “headline” vulnerability 
figure that is intuitively easy to interpret 
and consistent with existing headline 
poverty measures. 
• May identify households “at risk” who 
are not poor. 
• Relatively straightforward to calculate. 
• Can be estimated with single cross-
section. 
• Rapidly becoming preferred approach.  
 
• Not subject to the perverse risk implications 
of the VEP measure.  
• Decomposes vulnerability arising from (i) 
poverty; (ii) aggregate risk; (iii) idiosyncratic 
risk; and (iv) unexplained risk.  
• Can also be used to calculate an aggregate 
measure of vulnerability. 
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Weaknesses 
• Does not produce a “headline” vulnerability 
estimate (though it can be adapted to estimate 
“cost of shocks”). 
• Is an ex-post assessment rather than being 
forward-looking.  
• Requires inter-temporal data, usually from a panel 
set (with three or more rounds), to be credibly 
estimated. 
• Not benchmarked against an exogenously 
determined threshold (such as a poverty line).  
• Strong coping capacity during large shocks and 
weak coping capacity during small shocks are 
implicitly treated the same. 
• If estimated using a single cross-section, 
strong assumptions must be made that 
cross-sectional variability captures inter-
temporal variability. 
• Insensitive to risk: can generate the 
perverse policy recommendation that 
reallocating risk away from non-
vulnerable households toward already 
vulnerable households can reduce overall 
vulnerability. 
• Probably the hardest measure to calculate. 
• Units of measurement somewhat difficult to 
convey.  
 
Seminal papers  Glewwe and Hall (1998); Amin et al. (2000); Dercon 
and Krisnan (2000).  
Pritchett et al. (2000) Chaudhuri et al. 
(2002); Christiaensen and Subbarao (2005). Ligon and Schecter (2003).  
Source: Author, based on Hoddinott and Quisumbing (2003). 
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The VER approach involves an ex-post assessment of the extent to which a realised negative 
shock caused a loss in welfare. This closely parallels the World Bank definition that 
vulnerability is “the likelihood that a shock will result in a decline in well-being” (2000, p139). 
The approach centres on the ability of individual households to smooth their consumption in 
the face of observed shocks. By observing changes in household consumption during various 
shocks the approach therefore attempts to discern the characteristics of those households that 
were adversely affected by a shock rather than attempting to predict future household well-
being. The rationale is that the dynamics of the past can be interpreted as a proxy for 
developments in the future to similar risks shocks (see Chapter 5 for a more detailed discussion 
on the central tenets of the VER approach). 
A number of vulnerability analyses have focused on the sensitivity of households’ well-being 
to various observed risks. Amin et al. (2000) used panel data from Bangladesh to examine 
whether households were able to insulate their well-being from income shocks. After 
controlling for household fixed effects, and aggregate variation in average consumption, they 
considered the coincidence in the variation of a household’s income and its consumption to be 
an indicator of its vulnerability to idiosyncratic shocks. Glewwe and Hall (1998) used panel 
data to measure households’ exposure to aggregate shocks in Peru in the period 1985 to 1990 – 
when heterodox adjustment programs gave rise to a large drop in GDP per capita. Holding a 
number of household characteristics constant, the authors identified vulnerable households as 
those that experienced a significant variation in expenditures during this period. They argue 
that variation in consumption provides prima facie evidence of a household’s inability to 
insulate well-being from income shocks, and on this basis identified those household 
characteristics that provided households’ with resilience to the shock. Indeed, concentrating on 
household vulnerability to macroeconomic shocks has been a feature of a number of 
subsequent analyses, including Corbacho et al. (2007) who used a similar approach to ascertain 
households’ vulnerability to the Argentine macroeconomic crisis during 1999–2002; while 
McKenzie (2003) examined the efficacy of households’ coping mechanisms during the mid-
1990s Mexican peso crisis. Dercon and Krishnan (2000) also followed the VER approach in 
their examination of vulnerability of households in rural Kenya. However, they introduced 
observable aggregate shocks, including rainfall patterns and aggregate wage/price effects, as 
well as observed idiosyncratic shocks (such as crop failures and episodes of ill health of 
household members). 
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While the VER approach is relatively straightforward to estimate, and is useful for identifying 
the impact of particular sources of risk, it has been criticised by a number of authors. By 
relying on the covariance between consumption and income as an instrumental indicator of 
vulnerability, the approach implicitly equates households with strong coping capacity in the 
face of many shocks (or a particularly strong shock) with households with weak coping 
capacity when shocks are weak (Dutta and Foster, 2010; Christiaensen and Subbarao, 2005). 
Moreover, models that focus on the cointegration of consumption and income volatility as a 
measure of households ability to smooth shocks, implicitly equate positive and negative shocks 
(Kamanou and Morduch, 2004). Ligon and Schecter (2004) also find fault with the fact that 
changes in consumption that are not driven by observable shocks are often ignored. In addition 
they note that current consumption levels are not taken into account. Indeed, Christiaensen 
(2004) suggests that the lack of an externally defined threshold of well-being (such as a 
poverty line) means that really poor households may not be considered vulnerable because they 
experience a modest change in consumption, even though a small change in consumption can 
have potentially catastrophic consequences. 
A separate class of vulnerability assessments have been based on the notion that vulnerability 
is an inherently ex-ante concept – that is an indicator of susceptibility to harm in the future. 
Thus the variable of interest is not the current incidence of well-being, nor the exposure to a 
specific shock, but rather the expectation (often expressed in probabilistic terms) that a 
household’s well-being will be below a socially acceptable minimum. Hoddinott and 
Quisumbing (2003) distinguish between two forward-looking approaches VEP and VEU; 
noting key differences in the way each approach treats households’ risk preferences. However, 
Guimarães conflates both the VEP and VEU approaches into a common rubric of 
“vulnerability as uncertain welfare” measures. He neatly summarises both approaches as: 
 “developing an ex-ante measure, parallel to those existent in the poverty 
literature which anticipates the probabilities of future welfare. [The] objective is 
to predict today the probabilities of an individual’s welfare for tomorrow, given 
its characteristics and accounting for the future state of the world. In short, it can 
be understood as a forward looking counterpart to poverty … in summary it 
focuses on the outcome of risk” (Guimarães, 2007, p240). 
As the name suggests, VEP is the estimated probability that a household will, at some point in 
the future, experience well-being below an objective poverty line (Alwang et al. 2001). 
Pritchett et al. (2000) used this approach when they estimated vulnerability using two sets of 
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panel data from Indonesia. They calculated the probability that a household will experience at 
least one episode of poverty in the future. Considering vulnerable households to be those with 
a better-than-even chance of being poor, they calculate the "headcount vulnerability to poverty 
rate", which can be directly compared with the familiar headcount poverty rate initially 
proposed by Foster et al. (1984). 
Chaudhuri et al. (2002) devised an approach for estimating the probability of experiencing 
poverty one period into the future using only cross-sectional data in Indonesia. A household’s 
future consumption is assumed to be conditional on a range of time-invariant observable 
household characteristics as well as the stochastic properties of idiosyncratic shocks that the 
household faces (incorporated in the idiosyncratic disturbance term).150 Household 
consumption is then modelled with the variance of the error term (interpreted as the inter-
temporal variance of consumption) regressed separately on the same observable household 
characteristics. The resultant heteroscedastic specification, the authors note, allows for the fact 
that households are heterogeneous, facing different risks and with differing access to risk-
management instruments, and should therefore be presumed to experience different levels of 
consumption volatility (Chaudhuri et al. 2002, p17). 
Chaudhuri (2003, p13) argues that a household’s vulnerability to poverty in this approach is, 
therefore, “a non-linear function of its future consumption levels, [depending] not just on its 
expected (i.e., mean) consumption looking forward, but also on the volatility (i.e., variance, 
from an inter-temporal perspective) of its consumption stream”. Similar to Pritchett et al. 
(2000), Chaudhuri et al. (2002) generate a headcount vulnerability rate. However, they suggest 
two separate thresholds for determining vulnerable households: the “high” vulnerability 
threshold, in which households are more likely than not to fall into poverty in the future; and 
the “relative” vulnerability threshold, which is the observed current poverty rate in the 
population. The rationale for the “relative” threshold is that the observed poverty rate 
represents the mean vulnerability level in the population and households whose probability of 
being poor in the future is above this rate face risks of poverty greater than average rate of the 
population.151 
The VEP approach has been criticised on a number of grounds. Dercon (2001, p37) notes that 
it tends to focus solely on idiosyncratic shocks, not covariate shocks. However, Hoddinott and 
                                                          
150
 Christiaensen and Subbarao (2005) suggest that this includes the realisation of previous risk factors, households’ exposure to these risks, 
and their capacity to cope with such risks. These, in turn, are determined by the frequency and severity of risks as well as households’ 
endowment of assets and their ability to mobilise them. 
151
 This distinction will become important in Section 6.4.3 and Table 6.4.  
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Quisumbing (2003) argue that it should be straightforward to add covariate and idiosyncratic 
shock variables, as well as interaction terms, to the model of household well-being. In addition, 
the use of cross-sectional data has been criticised by a number of authors for its over-reliance 
on assumptions (Ligon and Schecter, 2004; Kurosaki, 2010). The approach has also been 
critiqued for being insensitive to risk – paying little regard to how far a household is expected 
to fall below the poverty line (Ligon and Schecter, 2003; Dutta et al. 2011). Calvo and Dercon 
(2005) argue that downside risk, rather than general volatility, is of most concern to the poor, 
while Ligon and Schechter (2003) suggest that since the gap from the poverty line makes no 
difference to the headcount vulnerability rate, it creates the perverse situation that 
policymakers could reduce aggregate vulnerability by simply assigning as much risk to 
already-poor households as possible.  
A number of papers have augmented the VEP approach to address some of these criticisms. 
Tesliuc and Lindert (2004, p61) incorporate observed experiences of idiosyncratic and 
covariate shocks into their cross-sectional model of household consumption in Guatemala and 
find that some shocks, such as droughts, pest infestations, or bad harvests hit vulnerable 
households disproportionally while shocks associated with the formal labour market, such as 
job losses or falling incomes, are experienced primarily by non-vulnerable households. 
Christiaensen and Subbarao (2005) also include two types of observed shocks: one covariate 
(rainfall) and one idiosyncratic (malaria) in their model of consumption in rural Kenya. Using 
repeated cross-sectional data they decompose the variance of consumption into idiosyncratic 
and covariate components and find that idiosyncratic shocks cause non-negligible consumption 
volatility in Kenya. They also attempt to address risk preferences by using the expected 
squared poverty gap; capturing the fact that increasing loss increases vulnerability at an 
increasing rate. Günther and Harttgen (2009) also attempt to draw inferences about the relative 
impact of different shocks on household well-being in Madagascar, despite only having access 
to cross-sectional data and lacking data on households’ experiences of shocks. Using an 
approach devised by Goldstein (1999) they decompose the unexplained variance of 
consumption into household-level effects and community-wide effects, and examine the 
relative effect of idiosyncratic and covariate shocks. The authors find that covariate shocks 
have a relatively higher effect on the vulnerability of rural households while idiosyncratic 
shocks have a higher effect on urban households.  
The VEU approach devised by Ligon and Schecter (2003), incorporates households’ risk 
preferences via a von Neumann-Morgenstern expected utility function. It takes a utilitarian 
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approach, defining vulnerability as the difference between a household’s utility evaluated at 
poverty line and the household's utility evaluated at its expected level of consumption one 
period ahead. The authors suggest that the appropriate benchmark for determining 
vulnerability should be:  
“an allocation in which every household receives the expected per capita 
consumption bundle with certainty. Since there is no inequality, there can be no 
relative poverty; since there is no uncertainty there can be no risk. Thus, for this 
allocation one would want our measure of vulnerability to be equal to 0” (Ligon 
and Schecter, 2003, pC96). 
In addition to addressing concerns regarding the risk-neutrality of other vulnerability measures, 
the VEU approach also has the advantage of decomposing a household’s vulnerability into its 
various components; namely, income poverty, welfare fluctuations due to aggregate shocks, 
and welfare fluctuations due to idiosyncratic shocks. Using panel data in Bulgaria, Ligon and 
Schecter (2003) find that poverty and risk play roughly equal roles in reducing welfare, though 
aggregate shocks are relatively more important than idiosyncratic shocks. However, the 
approach has been criticised for being overly complex for practical use, requiring extensive 
panel sets and estimates of household utility (Kamanou and Morduch 2004, p162). It has also 
been criticised for its cumbersome presentation of vulnerability; for instance, the authors 
interpret aggregate vulnerability of 0.1972 as “the utility of the average household … is nearly 
20% less than it would be if resources could be costlessly redistributed so as to eliminate all 
inequality and risk in consumption.” This may help explain why the approach has thus far had 
limited appeal to policymakers and been limited to only a relatively small number of papers 
(Ersado, 2008; Ligon, 2010).  
6.3. Methodology  
This chapter uses data from a survey that was specifically designed to capture the information 
required to estimate household vulnerability in Vanuatu and Solomon Islands (see Chapter 2 
for information on the household survey and the twelve communities surveyed). It uses the 
VEP approach espoused by Chaudhuri et al. (2002) and combines this with information on 
households’ experiences of recent global macroeconomic shocks and other shocks and 
observed responses to shocks.  
Estimating the probability of experiencing poverty in the future (that is, VEP) has rapidly 
emerged as the preferred approach to estimating household vulnerability in empirical studies, 
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according to Zhang and Wan (2009, p278). The popularity of the VEP approach is likely to 
reflect three primary advantages. Firstly, it produces results that are analogous to more 
established poverty measures, including a headcount measure of vulnerability (Alwang et al. 
2001). Secondly, it sheds light on the relationship between vulnerable and poor households; by 
expressing vulnerability in terms of the probability of being poor it is intuitive to interpret, 
despite being demanding in terms of the data (Celidoni, 2013). Thirdly, and perhaps most 
importantly, is that the approach is applicable when only cross-sectional data are available. 
According to Hoddinott and Quisumbing (2003) the choice of appropriate approach to 
estimating vulnerability is, ultimately, a function of the availability of the data on hand. While 
such analyses would ideally draw from panel data of sufficient length and richness, panel data 
sets are rare in poor developing economies which often only have access to cross-sectional 
data (Chaudhuri et al. 2002). 
The VEP approach has been adopted in a number of different contexts, in particular when only 
cross-sectional data are available. Chaudhuri (2003) used the methodology on cross-sectional 
data in Philippines and Indonesia while Suryahadi and Sumarto (2003) used repeated cross-
sectional data in Indonesia from both before and after the Asian Financial Crisis. The approach 
has also been used to estimate vulnerability to poverty across a range of different developing-
country contexts, including: Papua New Guinea (Jha and Dang, 2010); Vietnam (Imai et al. 
2011); rural China (Zhang and Wan 2006); Guatemala (Tesliuc and Lindert, 2004); Nigeria 
(Chiwaula et al. 2011); Madagascar (Günther and Harttgren, 2009); and Bangladesh (Azam 
and Imai, 2012). It has yielded estimates that have proved credible in out-of-sample tests 
(Chaudhuri et al. 2002; Suryahadi and Sumarto, 2003; Jha and Dang, 2010). Indeed, in 
Melanesia, Jha and Dang (2010, p245) compared their estimates of vulnerable households with 
observed poverty data seven months after the initial survey; they found that their estimate 
“[did] a reasonably good job of predicting those who are not vulnerable and those who are 
vulnerable to poverty”.  
6.3.1. A model of household well-being  
In order to draw inferences about households’ future well-being from cross-sectional data 
Chaudhuri et al. (2002) make a number of simplifying assumptions in their model; in particular 
that cross-sectional variation in consumption is a good proxy for inter-temporal variance, and 
that the structure of the economy remains stable.  
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The level and variance of a household’s well-being is considered to be a function of its 
demographic and locational characteristics as well as the stochastic nature of shocks – 
including the extent to which households are exposed to shocks, and the capacity of a 
household to protect its well-being in the face of shocks. Equation 6.1 provides a reduced-form 
equation for household well-being, 9': 
 9' = , ', ;', '	 6.1  
Household well-being, in this instance, is the weighted deprivation score for the MPI and 
MMPI according to Alkire and Foster’s (2011a) method (See Chapter 3). To that end, 
increases in 9' represent increasing levels of destitution in one (or more) of three dimensions 
of well-being: health; education; and standard of living (and a fourth dimension, access, in the 
case of the MMPI). This differs to most analyses of household vulnerability, which typically 
use per capita household expenditure consumption as the indicator of welfare. It also provides 
a different perspective on Melanesian households than Jha and Dang (2010) which relied 
solely on aggregated household expenditure data in PNG. The decision to eschew monetary 
metrics of well-being reflects the inherent limitations of relying on these measures in 
Melanesia – where around 80 per cent of the population reside in rural areas and have only 
limited engagement in formal markets (see Chapter 3). Hoddinott and Quisumbing (2003, p12) 
acknowledge there is no reason why vulnerability cannot be expressed outside the triad of 
material wealth-income-consumption that is usually used to calculate vulnerability. Indeed, a 
number of authors have noted that vulnerability can be expressed in terms of broader non-
monetary dimensions of well-being, including Body Mass Indices (Dercon and Krishnan, 
2000) or even access to basic services or social exclusion (Coudouel and Hentschel, 2000; 
Alwang et al. 2001). 
 is a vector of household characteristics including demographic characteristics, 
socioeconomic status (i.e. households’ score on two separate wealth indices), livelihood 
sources and endowments of assets.152 ' represents households’ observed experiences of 
previous locally covariate and idiosyncratic shocks (see Chapter 4). The inclusion of 
households’ experiences of past shocks is justified on the grounds that it is a common approach 
in the vulnerability literature and the evidence that households’ experiences of past shocks 
                                                          
152
 A household’s wealth is divided into conventional wealth, which is based on indicators of durable assets and dwelling characteristics, as 
well as traditional wealth, which reflects other important aspects of wealth in a traditional Melanesian setting (see Appendix K for more details 
of how these indices are calculated). 
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influences well-being in Vanuatu and Solomon Islands (see Chapter 5).153 Moreover, 
households’ experiences of past shocks also serve as a proxy for the types of shocks that 
households may face in the future, ;' includes household i’s observed responses to adverse 
global macroeconomic shocks (see Chapter 5 for more information).154 This, in effect, captures 
households’ revealed preferences for different coping strategies (and their capacity to enact 
them). The inclusion of households’ coping responses, in particular, is an innovation in the 
estimation of household vulnerability, as data limitations mean that studies often need to infer 
households’ capacity to smooth the effects of shocks from their demographic and physical 
characteristics (Kurosaki, 2010).155 
The error term, ', represents unobservable household and community characteristics, as well 
as unobserved idiosyncratic shocks and responses that contribute to differential welfare 
outcomes of otherwise observationally equivalent households.  
The vulnerability of a household i at time t (&') is calculated as the probability that the level of 
weighted MPI deprivations one period ahead, 9	'*+, will be above a critical threshold z 
(Equation 6.2). This follows a well-established technique, based on the stochastic models of 
the level of well-being and its variance (Chaudhuri et al. 2002; Tesliuc and Lindert, 2004; 
Christiaensen and Subbarao, 2005).156 
 &' = 	9'*+ > -	 6.2  
The stochastic process that generates the well-being of a household i will have the following 
specification: 
 9 =   +  6.3  
where   represents a bundle of household characteristics, observed experiences of shocks and 
their responses (see Appendix X for descriptive statistics of variables used).  is a vector of 
                                                          
153
 In Chapter 5 the indicators of household well-being were changes in disposable income and an experience of food insecurity, while the 
indicator of well-being here is multidimensional poverty. In addition to providing an additional well-being lens through which to view the 
effects of shocks, the fact that this is an analysis of estimated well-being means that it provides information on the implications that 
households’ experiences of past shocks have for future well-being.  
154
 Coping responses are included as an indicator of the types of responses that are used by households in times of crisis. Given that what is of 
primary interest is the relationship between a households’ use of a particular coping response and its expected well-being, the coping variables 
are not expressed as being conditional on having experienced a price or labour market shock (as was the case in Chapter 5). Rather, they 
include all households that indicated that they resorted to a given coping mechanism in response to any shock.  
155
 Christiansen and Subbarao (2005) proxy coping capacity using household characteristics, arguing that households’ capacity to cope with 
shocks is closely linked with its livelihood systems. They thus infer resilience from the interaction between household characteristics and 
shocks. McKenzie (2003), in contrast, uses aggregate data in Mexico to identify contemporaneous changes in household structure, 
consumption composition, household labour supply and child schooling during a macroeconomic shock. 
156
 Chaudhuri et al. (2002) specifies the relevant time period as one period ahead – which is an approach also adopted by other studies 
(Kamanou and Morduch, 2002; Ligon and Schechter, 2003). Other studies are less prescriptive, such as Pritchett et al. (2000) who estimate the 
probability that a household will experience at least one episode of poverty in the near future. In general, because the future is uncertain, the 
degree of vulnerability rises with the time horizon.  
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parameters to be estimated using OLS and  is the mean-zero disturbance term. The fitted 
value of Equation 6.3 is the expected level of well-being for household . 
Chaudhuri et al. (2002) argue that, to the extent that households face different risks and have 
different risk-management strategies, then the variance of household well-being should be 
heterogeneous across households. Indeed, the variance of the disturbance term is interpreted by 
the authors in economic terms as the inter-temporal variance of well-being. They therefore 
allow for heteroskedasticity in the model by regressing the variance of the disturbance term, 
=>?@,, on the observable characteristics of the household  	(Equation 6.4). A		is a vector of 
parameters to be estimated.157 
 =>?@, =  A + B 6.4  
 
 where 
 B = C	0,σ>		 6.5  
Christiaensen and Subbarao (2005, p527) consider the estimation of the ex-ante probability 
distribution of risk to be “the major empirical challenge in determining [a household’s] 
vulnerability”. The implication in this approach is that household well-being is stationary and 
that the future distribution of idiosyncratic shocks to well-being is assumed to be identically 
and independently distributed over time for each household – though critically not between 
households.158 The resultant non-monotonicity of this approach is advantageous since it does 
not implicitly rule out the fact that households with low consumption may nevertheless face 
greater consumption volatility than households with higher average levels of consumption 
(Chaudhuri, 2003).159, 160 
Because of the presence of hetreoskedastic errors, OLS yields inefficient estimates of the 
coefficients. The estimation of  and A therefore follows a three-step feasible generalised least 
squares (FGLS) procedure suggested by Amemiya (1977). Chaudhuri et al. (2002) note that a 
                                                          
157
 Chaudhuri (2003, p14) interprets the errors of Equation 6.3 in economic terms as the inter-temporal variance of consumption, rather than 
measurement error and incidental unobserved variation. Viewed from this perspective, he contends that the usual OLS assumption of constant 
variance across households is somewhat restrictive. However, this also presumes that the model is fully specified which, given that a 
households’ experiences of shocks (and their responses to those shocks) are not included, is a strong assumption.  
158This approach therefore abstracts from large covariate shocks in the future, which the authors admit is an unavoidable shortcoming of using 
a single cross-sectional data to predict future well-being (Chaudhuri et al. 2002, p7). 
159
 Chaudhuri et al. (2002, p25) note that the simple linear specification of Equations 6.3 and 6.4 risks producing estimates of expected well-
being and its variance that are negative. To the extent that negative values are not economically meaningful (one cannot have a negative 
poverty score, after all) the authors suggest dropping those observations or choosing a different specification for the models, such as a Tobit 
regression. A Tobit regression was therefore used to censor the sample for any predicted estimates of well-being that were negative (of which 
there were two in the sample of 914). The censored sample made an imperceptibly small difference to the size of the coefficients and did not 
alter the statistical significance of any coefficient.  
160
 The methodology differs from other, non-parametric approaches, such as the Monte Carlo approach used by Kamanou and Morduch (2004) 
to simulate the distribution of future consumption on their analysis of the expected headcount measure of poverty in Côte d’Ivoire. However, 
Christiaensen and Subbarao (2005, p530) criticised this approach for relying on the “tenuous assumption” that all households experience the 
same distribution of shocks, irrespective of their particular asset endowments and coping strategies. 
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key advantage of the FGLS approach is that the mean and variance of household well-being 
are unbiased predictors of future well-being, even when well-being is measured with error 
(unless the measurement error varies systematically with some household characteristics). The 
intuition of the three-step method is to obtain consistent estimates of the error term and then to 
use these estimates to transform the original model such that the errors become homoscedastic.  
The three-step method proceeds as follows:  
The first step is to estimate Equation 6.3 via OLS. Then the estimated residuals from this 
equation are squared and incorporated as the dependent variable in Equation 6.4, which is 
estimated using OLS.  
The second step is to transform Equation 6.3 to produce the asymptotically efficient FGLS 
estimate of the variance of future well-being ( ADEFGH). In order to do this, Equation 6.3 is 
transformed using the predicted values from Equation 6.4  ADIGH (Equation 6.6). 
 =>?IGH,@,
 ADIGH = J
 
 ADIGHK 	A +
B
 ADIGH 
6.6  
As part of this step the variance of well-being ( ADEFGH.	is converted into a measure of the 
predicted standard deviation of well-being (Equation 6.7). 
 σ'*+ = L ADEFGH	 6.7  
The third, and final, step is to use the predicted standard deviations from Equation 6.7 to 
transform Equation 6.3 in order to yield the asymptotically efficient estimate of MEFGH 
(Equation 6.8). 
 
 
9
σ = N
 
σO 	 +

σ 
6.8  
In order to overcome issues of systematic measurement error, a number of authors stratify the 
sample of households in developing countries according to metropolitan and rural regions 
given the differences in employment sources and domestic food production (Chaudhuri et al. 
2002; Tesliuc and Lindert, 2004). Given the importance of the dualistic nature of the economy 
in both Vanuatu and Solomon Islands this analysis adopts a similar approach; it estimates the 
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vulnerability-to-poverty equation separately for the two capital cities, Honiara and Port Vila, 
and the remaining non-capital city locations.161  
A household’s vulnerability to poverty one period ahead is therefore estimated by 
Equation 6.9:  
 &' = 	(9'*+ > -	|	 ,,σ'*+. = 	ΦJ MEFGH − -
σ'*+ K 6.9  
Where &'	represents the probability that a household with characteristics  will experience 
weighted deprivation counts in excess of -, the conventional threshold for multidimensional 
poverty applied in MPI estimates (i.e. where the weighted sum of a household’s deprivations 
sum to 33 per cent; UNDP, 2010, p8). The probability density function of future well-being is 
denoted by Φ, which is the cumulative density function of the standard normal.162 This follows 
a standard approach in the literature (Chaudhuri et al. 2002, Zhang and Wan, 2006; 2009; Jha 
and Dang, 2010; Azam and Imai, 2009; Gaiha et al. 2012).  
6.4. Results 
6.4.1. Model diagnostics  
Table 6.2 presents the estimated coefficients from the models of the expected mean and 
variance of households’ MPI score (Equations 6.6 and 6.8, respectively) that are used to 
estimate household vulnerability. The model was estimated using the aggregate sample as well 
as separately estimating for capital city and non-capital city locations. The results presented 
here detail the disaggregated model, for which there are 911 unique data points.163 
                                                          
161 While the two respective second cities Luganville and Auki, have been grouped as “urban” for much of this thesis, it is assumed that any 
systematic measurement error associated with the dualistic economy in Vanuatu and Solomon Islands is likely to be most pronounced between 
capital and non-capital communities. This is supported by the essentially rural character of Luganville, particularly from the perspective of 
household poverty, in which it was akin to rural “sweet spot” communities (see Chapter 3). As a check of the robustness of this assumption the 
models were also run when the sample was dichotomised into urban (i.e. capital cities plus Luganville and Auki) and rural regions. While the 
results were broadly unchanged, the models of household well-being using the broad definitions of urban and rural generally had less 
predictive power. 
162
 The lower bound of zero for a household’s weighted deprivation scores gives rise to a positive skew in the distribution and results in 
rejection according to the Shapiro-Wilk and Jarque–Bera tests for normality. However, graphical indicators suggest the distribution is 
approximately normal, and thus justifies its inclusion in the model.  
163
 A number of observations were dropped from the sample owing to missing data. 
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Table 6.2: Model of the estimation of vulnerability to MPI poverty 
Dependent variable 
Total sample Capital city Non-capital city 
MPI score Variance MPI score Variance MPI score Variance 
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Wealth‡ -0.032*** -0.000 -0.034** -0.002 -0.032*** -0.000 
(-8.535) (-0.610) (-2.361) (-1.129) (-8.134) (-0.380) 
Traditional wealth -0.007 -0.003*** -0.008 -0.002 -0.006 -0.003*** 
(-1.394) (-4.127) (-0.661) (-1.274) (-1.069) (-2.885) 
Gender head 0.013 0.003 
0.090*** -0.002 0.015 0.004* 
(1.132) (1.175) (3.309) (-0.599) (1.072) (1.771) 
Number of adults 0.015*** 0.001 
0.059** 0.006* 0.036*** 0.002 
(3.061) (1.356) (2.330) (1.769) (3.238) (1.046) 
Number of adults squared -0.001 -0.000 
-0.005* -0.001* -0.003** -0.000 
(-1.419) (-0.965) (-1.784) (-1.780) (-2.562) (-0.751) 
Dependency ratio 0.013*** 0.000 0.050*** -0.002 0.011** 0.001 
(2.686) (0.217) (3.660) (-0.854) (2.160) (0.611) 
Adult education -0.084*** -0.009*** -0.111*** -0.003 -0.077*** -0.008*** 
(-8.028) (-4.909) (-3.733) (-0.835) (-7.207) (-4.117) 
Purchased food -0.006 0.002 
-0.067** -0.003 0.001 0.003* 
(-0.607) (0.997) (-2.526) (-1.107) (0.129) (1.914) 
Employed -0.048*** -0.004*** -0.051* -0.002 -0.053*** -0.004*** 
(-5.816) (-2.660) (-1.834) (-0.561) (-5.975) (-2.687) 
Food peddler 0.010 0.003** -0.026 0.006** -0.000 0.002 
(1.197) (2.186) (-1.236) (2.406) (-0.021) (1.468) 
Other peddler 0.004 -0.001 
-0.040* 0.002 0.010 -0.000 
(0.613) (-0.997) (-1.847) (0.825) (1.207) (-0.094) 
Cash-crop seller 0.015* 0.001 0.025 -0.002 0.010 0.002 
(1.809) (0.790) (0.764) (-0.576) (1.135) (1.036) 
Urban  0.042*** 0.003*  0.000 0.028** 0.001 
(4.546) (1.763)  (.) (2.334) (0.557) 
Vanuatu -0.035*** 0.002 -0.043* -0.003 -0.035*** 0.001 
(-4.344) (1.354) (-1.774) (-0.958) (-3.822) (0.823) 
 
 
 
 
 
 
 
 
 
 
 
 
    
 
181 
 
Table 6.2 (cont.): Model of the estimation of vulnerability to MPI poverty 
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Real inflation shock 0.018** 0.004*** 0.079*** 0.003 0.008 0.003* (2.050) (2.843) (2.987) (0.856) (0.909) (1.949) 
Environmental shock 0.024*** 0.004*** 0.003 0.010*** 0.012 0.001 (3.028) (2.756) (0.150) (3.830) (1.422) (0.922) 
Crime shock -0.014* -0.001 -0.032 -0.005* -0.017** -0.000 (-1.794) (-0.765) (-1.288) (-1.817) (-2.003) (-0.251) 
Lifestyle shock 0.002 -0.000 0.015 -0.004* 0.005 0.001 (0.326) (-0.148) (0.763) (-1.893) (0.634) (0.987) 
Move in shock -0.002 -0.001 0.074*** 0.001 -0.012 -0.003 (-0.177) (-0.636) (3.412) (0.539) (-0.941) (-1.215) 
Labour market shock -0.002 0.000 0.032 -0.002 -0.004 0.003 (-0.133) (0.227) (1.423) (-0.615) (-0.275) (1.068) 
O
b
s
e
r
v
e
d
 
c
o
p
i
n
g
 
b
e
h
a
v
i
o
u
r
 
Use garden  0.015 -0.001 0.075*** -0.001 0.002 -0.002 (1.368) (-0.669) (2.818) (-0.258) (0.187) (-0.983) 
Increase labour supply -0.004 -0.001 0.049** -0.000 -0.010 -0.002 (-0.444) (-0.880) (2.276) (-0.136) (-1.130) (-1.162) 
Reduce food intake 0.028*** 0.002 0.069*** -0.003 0.022** 0.001 (3.209) (0.957) (2.691) (-1.070) (2.494) (0.422) 
Reduce spending on demerit goods -0.008 -0.001 0.009 0.003 -0.017** -0.001 (-0.985) (-0.691) (0.469) (1.191) (-2.114) (-0.985) 
Use traditional support systems  0.004 0.002 -0.007 0.001 0.003 0.003 (0.469) (1.347) (-0.307) (0.292) (0.306) (1.582) 
Jettison traditional support  0.003 -0.002 -0.014 0.005* 0.001 -0.001 (0.437) (-1.509) (-0.583) (1.767) (0.147) (-0.557) 
Sold livestock  -0.032*** -0.001 -0.120*** 0.001 -0.020* -0.000 (-3.537) (-0.811) (-4.160) (0.323) (-1.840) (-0.196) 
Draw down on savings 0.014 0.006** -0.086*** -0.002 0.036** 0.006** (1.031) (2.561) (-2.709) (-0.628) (2.384) (2.273) 
Constant 0.162*** 0.007* 0.049 -0.002 0.175*** 0.007 (7.243) (1.844) (0.690) (-0.255) (6.071) (1.365) 
Observations 911 911 156 156 755 755 
Adj. R-squared 0.320 0.104 0.509 0.454 0.339 0.084 
Z-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.10. Standard errors are robust and clustered errors on the basis of individual community. Non-capital city includes all communities except Port Vila and Honiara. Luganville 
dropped from the sample. For models of MPI score a negative coefficient implies a reduction in expected weighted MPI deprivations and thus an improvement in well-being. For a definition of urban and rural refer to Table 2.1 in 
Chapter 2. 
‡Wealth index has been tailored to exclude those components that are also included in the dependent variable (MPI poverty); see Appendix K.  
Source: Author. 
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Overall the models perform relatively well. For the level of expected deprivations the adjusted 
R-squared of the model is 0.51 for the capital cities and 0.34 for non-capital city communities. 
There is a clear link between the observed level of deprivations and the expected level of 
deprivations, with a pairwise correlation coefficient between the two measures of 0.57. The 
predicted mean level of deprivations is close to the actual mean level of deprivations in each 
region (Table 6.3). The model of expected variances fits somewhat less well, which results in 
the predicted volatility being systematically lower than actual volatility. This result is 
consistent with other FGLS models of household well-being (see Del Ninnio et al. 2006, p10). 
Table 6.3: Goodness of fit: predicted versus actual MPI deprivations 
Actual Predicted 
Total 
  
Mean 0.206 0.208 
Standard deviation 0.140 0.118*** 
Capital cities  
  
Mean 0.208 0.219 
Standard deviation 0.157 0.116*** 
Non-capital cities  
  
Mean 0.206 0.207 
Standard deviation 0.136 0.114*** 
*** Statistically significant difference between the predicted and actual at the 1 per cent level according to a t-test. 
 
A number of tests were also run to check the specification of the model. Importantly, there was 
no correlation between the error from the well-being equation and the explanatory variables. 
And the adjusted R-squared fell when shocks and response variables were excluded in the 
model, justifying the decision to include them. In line with the dictates of the model, the 
residuals from Equation 6.4 are normal, according to both the Shapiro-Wilk and Jarque–Bera 
tests.  
6.4.2. A profile of household vulnerability in Vanuatu and Solomon Islands   
The results of the regression analysis in Table 6.2 provide important insights into the key 
correlates of households’ vulnerability. Holding all else constant, households with a greater 
conventional wealth index score tend to be less vulnerable owing to their lower rates of 
expected poverty (a negative coefficient implies a reduction in expected weighted MPI 
deprivations and thus an improvement in well-being).164 In fact, a one per cent increase in a 
household’s conventional wealth index (based on household characteristics and ownership of 
durable assets) decreases its weighted deprivation score by around 0.03 in both capital city and 
                                                          
164
 When it comes to the relationship between wealth and weighted MPI deprivations there are some outliers. For instance, each of the 
households that are in the non-poor yet highly vulnerable cohort (see Table 6.5) have wealth scores in the bottom third of all households.  
183 
 
non-capital city communities. Additionally, households that are relatively well-endowed with 
traditional wealth (based upon livestock holdings, environmental assets and social capital) also 
tend to be less vulnerable. However, in contrast to conventional wealth, traditional wealth 
reduces vulnerability by acting as a shock absorber; lowering expected volatility (i.e. the 
expected variance) of future well-being.  
Better educated households are also less vulnerable, with education correlated with both lower 
average levels and volatility of expected MPI deprivations. Increasing the share of adults that 
have passed at least one year of secondary school decreases a household’s weighted 
deprivation score by between 0.07 and 0.11 – a considerable amount seeing that the threshold 
score for poverty is 0.33.165 This result is generally consistent with studies that examine the 
link between education and vulnerability in other developing countries, including PNG (Jha 
and Dang, 2010), and the evidence that more educated households in Vanuatu and Solomon 
Islands were more resilient to past global macroeconomic shocks (Chapter 5). Glewwe and 
Hall (1998) attribute the resilience of educated households to Schultz’s (1975) hypothesis that 
education increases households’ capacity to adapt rapidly to changing economic circumstances 
(in addition to the increasing returns to scale of education).  
Access to formal employment is also associated with reduced vulnerability. In both capital city 
and non-capital city communities employment is correlated with lower expected levels of MPI 
deprivation, though in non-capital cities it also decreases the expected volatility of well-being. 
Once again this result squares with evidence in Chapter 5 that households with an employed 
individual were more resilient to past shocks. It also highlights the importance of relatively 
stable forms of income and formal employment in rural areas, as distinct from more ephemeral 
agriculturally based income sources, such as cash crops and sales of local produce. It also 
underscores the importance of improving the connectivity of rural areas with larger markets to 
strengthen and stabilise supply chains for growers. Interestingly, informal income-generating 
activities, such as selling food and other items were associated with higher vulnerability owing 
to a lower level of expected well-being in capital cities (though only selling other goods was 
statistically significant). This may be indicative of the inadequacy of existing informal markets 
in providing households in capital cities with a minimum acceptable level of well-being.  
                                                          
165
 To some extent the strong effect that education has on households’ deprivation score may reflect some endogeneity given that the MPI also 
includes education indicators (in particular, whether an adult has completed five years of schooling). However, to the extent that the education 
measure used as the explanatory variable here measures households with adults that have completed at least one year of secondary schooling 
(which requires more than five years of education) then it is likely to be capturing the additional effects of education on households’ well-
being.  
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A household’s vulnerability is also determined by its demographic characteristics, in particular 
its size. Holding all else constant, households with more adults and households with larger 
dependency ratios (that is with a greater proportion of old and young to working age adults) 
are more vulnerable, owing to a higher level and volatility of expected MPI deprivations.166 
The higher vulnerability of larger households is consistent with Corbacho et al. (2007) who 
suggest that larger households in Argentina tended to be more exposed to adverse income 
shocks.  
Female-headed households are also more vulnerable than male-headed households both in 
capital cities (owing to the fact they have almost 10 per cent lower expected levels of well-
being than male-headed households) and in non-capital communities (owing to higher 
expected volatility in well-being). This is generally consistent with the evidence that women 
were adversely affected by previous shocks (Chapter 5). It also suggests that female-headed 
households in capital cities are vulnerable due to chronic factors, while in rural areas it is 
exposure to risk. These distinctions are important given that the unique vulnerabilities of 
women will need to be a key focus of social protection policies (see Chapter 7). 
Turning to the households observed experiences of shocks, the influence of households’ 
experiences of recent global macroeconomic shocks is mixed. Having experienced a real 
inflation shock is correlated with increased vulnerability – in capital cities it is associated with 
lower expected levels of well-being while in non-capital communities it fits with higher 
expected volatility of well-being. However, in capital cities in particular, this is likely to reflect 
some endogeneity given that real inflation shocks were more likely to be experienced by MPI-
poor households (Chapter 4). In contrast households’ experiences of adverse labour market 
shocks (which is assumed to be a manifestation of the GEC) did little to influence households’ 
vulnerability.167  
Households in capital cities that reported experiencing an environmental shock (such as a 
natural disaster or crop failure) have higher expected volatility in their well-being, and thus 
are, on average, more vulnerable to poverty. While MPI-poor households were also more 
likely to experience an environmental shock (both across the whole sample and in the capital 
cities) the fact that an environmental shock influences vulnerability through the expected 
                                                          
166
 With the coefficient on the square of the number of adults also negative and significant the function is quadratic; the local maximum is 
close to six adults in both capital and non-capital city communities. 
167
 Despite the fact that there is a statistically significant positive relationship between households’ access to employment and experience of 
labour market shocks and employment (see Table 4.6 in Chapter 4), excluding the employment variable from the model made no difference to 
the significance of the coefficient on the labour market shock. On the flipside, excluding labour market shocks made no material difference to 
the coefficient on employment. The decision was therefore made to retain the labour market shocks variable in the model given that it was an 
important shock experienced by households and is a key focus of this research.  
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volatility of well-being (rather than the level of well-being) means that the effect is likely to be 
independent of this endogeneity. In contrast, the coefficients on environmental shocks in non-
capital city communities, where the environment is much more prominent in households’ 
livelihoods (and there is no difference between poor and non-poor households’ experience of 
the shock) are not statistically significant.  
Households in capital cities that had experienced an increase in size due to inward migration 
were also more vulnerable, once again illustrating the effect of a household’s demographics 
(though this time in a dynamic sense) on its expected well-being.  
Households that reduced their food intake following a shock are more vulnerable owing to a 
higher level of expected deprivations. This was the case across the whole sample, though in 
capital cities – where such responses were more prevalent – the effect was more pronounced, 
increasing households’ expected level of deprivations by 7 per cent. While the coefficient may 
be picking up the effects of endogeneity, given that poor households were more likely to resort 
to such strategies, the results nonetheless square with the findings in Chapter 5 that such 
households were acutely vulnerable to the effects of shocks. It is also intuitive that households 
that risk their human capital by reducing their food intake would also be more vulnerable to 
poverty in the period ahead. Similarly, households in capital cities that resorted to using the 
garden in response to a shock are also more vulnerable. However, to the extent that this reflects 
the lower expected level of well-being of those households – with no effect on expected 
variance (and thus riskiness) of well-being – this may be picking some endogeneity in the use 
of gardens amongst poor households in the squatter settlements. It is also consistent with the 
lower vulnerability of households that indicated they purchased the bulk of their food.168 
Households that increased their supply of labour during recent shocks are also more vulnerable 
due to a higher expected level of MPI deprivations, though the effect was limited to the capital 
cities. A possible explanation is that the average level of weighted deprivations of those 
households that increased their supply of labour in capital cities following a shock (0.22) was 
higher than those households that did not (0.17) with the difference statistically significant. 
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 The environment – in particular the food garden – is seen as a critical dimension of households’ resilience to shocks in Vanuatu and 
Solomon Islands (Regenvanu, 2009). This study has also shown evidence that using these resources was effective in helping households 
maintain their levels of disposable income during the recent global macroeconomic shocks (Chapter 5). Yet, in capital cities, reliance on the 
garden and the use of the garden during a shock is also correlated with multidimensional poverty and vulnerability. Moreover, in capital cities 
non-poor households and non-vulnerable households are considerably more likely to indicate that they purchase food as their main food source 
than poor households, with the difference statistically significant in each case (when both MPI and MMPI poverty are used). One possible 
explanation for this puzzle is that the sample was deliberately focused on the low-socioeconomic squatter settlements in capital cities, where 
poverty rates are relatively high, which could potentially bias some of the results (see Chapter 7). The presence of a garden, which is included 
in the traditional wealth index, contributes to lower expected level of deprivations in capital cities (though the coefficient is insignificant). 
Nonetheless, given the centrality of gardens to households’ livelihoods and culture in Vanuatu and Solomon Islands, the adequacy of gardens 
in being able to provide households with a satisfactory level of well-being, particularly in cities, is an area that deserves further study.  
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This suggests that labour supply responses were enacted by those households that faced a 
greater risk of being tipped into poverty, ceteris paribus. 
Households that sold livestock are less vulnerable than households that did not – possibly 
suggesting that households with livestock are better equipped to manage future volatility than 
those that are without. This is consistent with the fact that many households specifically 
nominated that they kept livestock (such as pigs, chickens) for the purposes of income 
generation, rather than their traditional functions as artefacts of wealth and exchange in 
ceremonies (see Chapter 5).  
Households that used financial services, in particular savings accounts, to cope with the effects 
of shocks, are less vulnerable in capital cities. However, this effect was limited to the capital 
cities and reflected a lower expected level of MPI deprivations. While this is broadly consistent 
with ordinary consumption smoothing behaviour in the face of income volatility, the fact that 
using financial services appears to reduce the prospect of experiencing MPI-poverty is an 
interesting finding. One potential explanation is that there is a reasonably close link between 
material well-being and multidimensional well-being in capital cities, where the market 
economy is predominant (this was addressed in Chapter 3). Indeed, the link (or lack thereof) 
between monetary and multidimensional well-being may explain what, on the face of it, is a 
surprising result – that in non-capital city communities utilisation of financial services is linked 
with increased vulnerability, both through the higher average level and volatility of expected 
MPI deprivations. The dualistic nature of the economy in both Vanuatu and Solomon Islands 
mean that there are few financial services available to rural areas – despite the fact that 
improving access to services in rural areas is a key policy focus in Melanesia (GoV, 2006b, p8) 
– and non-monetised production and exchange are still prevalent.169 The upshot is that this 
result may imply that access to financial services is an instrument for some, unmeasured, effect 
that is linked with vulnerability. Yet without more comprehensive information on the drivers 
of this effect it is difficult to make clear assertions. The link between financial services and 
well-being in rural areas is therefore an issue that warrants further investigation. 
6.4.3. Aggregate vulnerability and MPI-poverty  
This section aggregates the results of the modelling exercise to determine which households in 
Vanuatu and Solomon Islands are vulnerable. As shown in Equation 6.9 vulnerability is 
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 In the survey, a  much higher proportion of households in capital cities indicated that they had access to a bank account than in non-capital 
cities (62.4 per cent compared with 50.6 per cent) however, this rate fell substantially the more geographically distant communities were 
(15.6 per cent in Weather Coast; 27.3 per cent in Baravet). However, as discussed in Chapter 5, there appears to be a broad disconnect between 
having a bank account and using an account following a shock.   
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calculated as the probability of a household falling into poverty. By construction, households 
can be vulnerable for two reasons: firstly they have an inordinately low level of expected well-
being (this usually includes households that have a high vulnerability because they are 
currently poor and are expected to remain poor in the future); and secondly, there is excess 
volatility in their expected well-being (that is, households with a less-severe form of 
vulnerability who may not be currently poor, but because of their exposure to risk, face a 
sufficiently high likelihood of being pushed into poverty in the future). On this basis 
Chaudhuri et al. (2002, p18) suggest two separate thresholds for characterising vulnerable 
households: 50 per cent and the prevailing rate of headcount poverty.170 Using these two 
thresholds they then taxonomise the aggregate population into three distinct groups: the highly-
vulnerable (i.e. with a better-than-even chance of being poor); the relatively vulnerable (i.e. 
households whose probability of being poor in the future is greater than the average rate of 
poverty in the population but less than 50 per cent); and the non-vulnerable (Table 6.4). 
Tesliuc and Lindert (2004, p65) note that this characterisation of vulnerability is loosely 
correlated with the more familiar taxonomy of chronic poverty and transient poverty, though 
the two are not exact substitutes.171   
Table 6.4: Vulnerability and poverty groupings 
Group 
Estimated vulnerability  
(predicted probability of being 
poor one period ahead) 
Source of vulnerability Poverty 
equivalent 
High 
vulnerability In excess of 50 per cent. 
Households are vulnerable 
due to an inordinately low 
level of expected well-
being.  
Chronic 
poor. 
Relative 
vulnerability  
Greater than the prevailing rate 
of headcount poverty but lower 
than 50 per cent. 
Households are vulnerable 
due to excess volatility in 
their expected level of well-
being. 
Transient 
poor. 
Non-vulnerable Below the existing rate of headcount poverty.  Non-poor. 
Unless otherwise specified, relative vulnerability and high vulnerability are conflated as “vulnerability”.  
Source: Author, based on and Chaudhuri et al. (2002). 
Figure 6.1 plots households’ observed weighted MPI deprivations and the estimated 
probability of experiencing poverty in the future (derived from Equation 6.9). In general, there 
is a positive correlation between the observed MPI deprivations and the expected probability of 
experiencing future poverty (correlation coefficient of 0.36). The line EK represents the 
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 The rationale behind the use of the prevailing rate of headcount poverty as the threshold for determining relative vulnerability is discussed 
in Section 6.2.  
171
 The vulnerability and poverty taxonomies are not exact substitutes because some non-poor households can have expected deprivations in 
excess of the poverty threshold (which would mean that they are technically transitorily poor yet highly vulnerable). However, all households 
in this sample that are considered to be highly vulnerable have expected deprivations in excess of the poverty threshold, suggesting that they 
are vulnerable to experiencing an inordinately low level of well-being, which is commonly linked to chronic poverty.  
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“relative vulnerability threshold” and is set at the prevailing rate of poverty of the sample 
(21.0 per cent) while the line FL is the “high vulnerability threshold” and is set at 0.50. 
Accordingly, the non-vulnerable group is represented as the area AECK; relative vulnerability 
is represented by the area EFKL; with high vulnerability as the area FBLD.172 Line GJ 
represents Alkire and Foster’s (2011a) threshold for MPI poverty (that is, a weighted 
deprivation score greater than or equal to one third). 
Figure 6.1: Vulnerability and expected weighted sum of deprivations in Vanuatu and 
Solomon Islands  
 
NB: a higher deprivation score represents lower household well-being. The poverty threshold (line GHIJ) is set at one third. 
Source: Author. 
 
In order to understand the link between poverty and vulnerability it is important to compare the 
different types of vulnerability with observed poverty (Table 6.5). Of the 36 per cent of the 
sample that are vulnerable, around four fifths stems from transitory factors (that is, relative 
vulnerability) while one fifth is due to chronic factors (high vulnerability). The importance of 
transitory factors in determining expected well-being is evident in the fact that only around one 
fifth of observed poor households are estimated to be chronically poor. In contrast the 
remaining share of poor households are estimated to be transitorily, or infrequently, poor – that 
is households that were observed poor at the time of the survey yet whose poverty status is 
estimated to be the result of stochastic factors. On the flipside, more than one quarter of the 
                                                          
172Tesliuc and Lindert (2004) limit the relative vulnerability group to households that are above the “high vulnerability threshold” yet with 
expected levels of well-being in excess of the poverty threshold (in the context of the MPI this would be characterised in terms of expected 
deprivations below the poverty threshold). The implication is that if volatility was removed these households would no longer be vulnerable. 
Using this more stringent benchmark the authors find that most vulnerability in Guatemala is chronic in nature, rather than transitory.  
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households that were observed non-poor are vulnerable, with the bulk of vulnerability due to 
high expected volatility in their well-being.173 57.2 per cent of all households surveyed are 
neither poor, nor vulnerable.  
Table 6.5: Vulnerability to MPI poverty and observed headcount MPI poverty 
Shaded area is vulnerable; sample N = 911 
  Observed poverty 
 
  Poor 
21.0% 
Non-Poor 
79.0%  
Es
tim
at
ed
 
v
u
ln
er
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ty
 
Total 
vulnerability 
36.4% 
Chronic poor  
(poor with an inordinately low 
expected level of well-being) 
4.2% 
Vulnerability to chronic poverty  
(non-poor with an inordinately low 
expected level of well-being) 
2.5% 
High 
vulnerability 
6.7% 
Frequently poor  
(poor with high expected volatility 
in their well-being) 
10.3% 
Vulnerability to frequent poverty 
 (non-poor with high expected volatility in 
their well-being) 
19.4% 
Relative 
vulnerability 
29.8% 
Not 
vulnerable 
63.6% 
Infrequently poor  
(poor but not vulnerable) 
6.5% 
Not vulnerable and not poor 
57.2%  
Numbers may not sum to 100 due to rounding. 
Source: Author, adapted from Chaudhuri et al. (2002) and Tesliuc and Lindert (2004).  
 
Another way to examine the links between poverty and vulnerability is by examining 
vulnerability incidence curves. This shows the cumulative percentage of the population that is 
deemed to be vulnerable at different thresholds (Figure 6.2).174 Starting from the threshold 
probability of zero where, by definition, every household is vulnerable, progressively 
increasing the probability threshold along the horizontal axis results in fewer households being 
deemed vulnerable. Insofar as the relative vulnerability threshold is often set at the observed 
rate of poverty, this illustrates that the choice of poverty line is an important determinant of the 
level of vulnerability. Incidence curves are also an elegant way of comparing the vulnerability 
of different cohorts – Figure 6.2 shows observed poor and non-poor households. Poor 
households exhibit a first-order stochastic dominance over non-poor households in terms of 
their vulnerability, at all vulnerability thresholds.175 This is consistent with most vulnerability 
studies, including Jha and Dang’s (2010, p248) results in PNG. 
 
 
                                                          
173
 The small, though not insubstantial, share of households that are not poor yet have high vulnerability also illustrates the importance of 
transitory factors in determining expected well-being. While strictly non-poor according to the poverty threshold of one third, most of these 
households (almost 80 per cent) were near-poor, or vulnerable, according to the approach used by Alkire and Foster’s (2011a) in that their 
weighted MPI deprivation score was greater than or equal to 0.20 and less than 0.33. This means that it would take little to push these 
households into poverty (see Chapter 3 for more information).  
174
 The probability threshold, in this context, is that of relative vulnerability.  
175
 This is confirmed using a Kolmogorov–Smirnov equality-of-distributions test. 
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Figure 6.2: Estimated incidence of vulnerability at various vulnerability thresholds 
MPI-poor and non-poor cohorts 
 
Source: Author. 
6.4.4. Vulnerability and MPI-poverty by individual communities  
The incidence of poverty and vulnerability in each of the twelve communities surveyed is 
presented in Figure 6.3 and Table 6.6. In line with the aggregate results, vulnerability is 
generally more widespread than poverty, with headcount vulnerability greater than headcount 
poverty in every location save for the GPPOL villages. Moreover, much of the vulnerability 
stems from relative vulnerability, rather than high vulnerability. In aggregate, the capital cities 
of Port Vila and Honiara have a higher rate of both poverty and vulnerability than other 
communities outside the capital (though non-capital communities are far from monolithic). In 
addition, the aggregate rates of poverty and vulnerability are higher in Solomon Islands than in 
Vanuatu.  
At the individual community level the geographical distribution of vulnerability tends to mirror 
the distribution of poverty. This implies that, as is the case with poverty, when communities 
are assembled, broadly, in terms of their remoteness from central markets, vulnerability 
exhibits a distinctive “U-shape”. The highest rates of headcount vulnerability are estimated in 
both the urban settler communities and geographically distant communities while the lowest 
rates are estimated to lie in the rural yet well-connected communities. This lends further 
0
10
20
30
40
50
60
70
80
90
100
0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1
Aggregate
Poor (MPI)
Non-Poor
Vulnerability threshold
C
u
m
u
la
ti
ve
 p
e
rc
e
n
ta
g
e
 o
f 
p
o
p
u
la
ti
o
n
 
vu
ln
e
ra
b
le
191 
 
evidence to support the notion of a “Melanesian sweet spot” (See Chapter 3).176 The isolated 
community of the Weather Coast stands out among the communities surveyed as having 
clearly the highest rate of both observed poverty (42.7 per cent) and estimated vulnerability 
(86.7 per cent). This broad “U-shape” is also evident in the mean level of vulnerability – that 
is, the mean probability of experiencing poverty in each community. For instance, the mean 
vulnerability score in the Weather Coast (0.36) and the capital cities and Auki (each around 
0.20) is much higher than the average mean score in the “sweet spot” communities of GPPOL, 
Mangalilu and Hog Harbour (around 0.10). 
Figure 6.3: Vulnerability to MPI poverty and MPI poverty headcounts 
Per cent of households; by community*  
 
Communities have been assembled, broadly, in terms of their increasing remoteness from central markets (as per Figure 3.1 in Chapter 3) 
Source: Author. 
 
                                                          
176
 It should be noted that Auki and Luganville are the second largest towns in Solomon Islands and Vanuatu, respectively, however the rate of 
observed poverty in Auki tends to more closely resemble the characteristics of geographically isolated and capital cities while in Luganville it 
is more akin to the rural “sweet spot” communities of GPPOL and Hog Harbour (see Chapter 3 for more information). In part, this may reflect 
the divergent economic fortunes of the two cities: in particular the steady stream of tourism to the east coast of Espirto Santo that funnels 
through Luganville and is largely absent from Malaita. Indeed, it is likely to be no coincidence that Hog Harbour, which is connected to 
Luganville via the East Santo road, also performs relatively well  on poverty and vulnerability metrics. It provides a cautionary tale of the 
importance of not over-generalising the results from twelve unique communities.  
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Table 6.6: Vulnerability and MPI poverty  
By community and country  
Location N 
% Households* Mean 
vulnerability 
Share of vulnerable (%) Vulnerability to 
poverty ratio 
High vulnerability 
to poverty ratio Poor Vulnerable Relative 
vulnerability  
High 
vulnerability  
Total 911 21.0 36.4 0.19 81.6 18.4 1.7 0.32 
Urban 315 24.4 39.7 0.20 73.6 26.4 1.6 0.43 
Rural 596 19.1 34.7 0.17 86.5 13.5 1.8 0.25 
Capital cities 156 26.9 41.7 0.21 64.6 35.4 1.5 0.55 
Non-capital city 755 19.7 35.4 0.17 85.8 14.2 1.8 0.26 
Solomon Islands 470 25.5 45.1 0.22 78.3 21.7 1.8 0.38 
  Honiara 79 24.1 41.8 0.19 75.8 24.2 1.7 0.42 
  Auki 78 34.6 61.5 0.23 79.2 20.8 1.8 0.37 
  GPPOL 84 10.7 9.5 0.09 100.0 0.0 0.9 0.00 
  Weather Coast 75 42.7 86.7 0.36 58.5 41.5 2.0 0.84 
  Malu’u 78 26.9 34.6 0.14 96.3 3.7 1.3 0.05 
  Vella Lavella 76 15.8 40.8 0.16 100.0 0.0 2.6 0.00 
Vanuatu 441 16.1 27.2 0.15 87.5 12.5 1.7 0.21 
  Port Vila 77 29.9 41.6 0.21 53.1 46.9 1.4 0.65 
  Luganville 81 9.9 14.8 0.09 100.0 0.0 1.5 0.00 
  Hog Harbour 72 11.1 25.0 0.11 100.0 0.0 2.3 0.00 
  Mangalilu 72 13.9 18.1 0.10 100.0 0.0 1.3 0.00 
  Baravet 65 16.9 38.5 0.15 100.0 0.0 2.3 0.00 
  Banks Islands 74 14.9 27.0 0.11 100.0 0.0 1.8 0.00 
*The proportion of poor households is the headcount poverty rate, while the fraction vulnerable is the headcount vulnerability rate. Poverty and vulnerability are not mutually exclusive (see Table 6.5). Mean 
vulnerability is the mean probability of experiencing poverty in the future in the cohort. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
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There are also important differences in the mixture of vulnerability across communities. 
Generally speaking, communities with the highest rates of headcount poverty and vulnerability 
(such as Auki, Port Vila, Honiara and the Weather Coast) are also those where high 
vulnerability was most prevalent. On the face of it this suggests that in areas where poverty and 
vulnerability are relatively high, chronic factors as well as exposure to risk have important role 
to play. In the other communities, transitory factors, such as exposure to shocks, are the main 
driver of vulnerability. This mix of vulnerability has important implications for the calibration 
of social protection policies. For instance, policies that target households’ exposure to risk, 
such as insurance, may not be as effective in improving well-being for those households with 
an inordinately low expected level of well-being as would be direct income transfers or 
provision of services that target the root causes of chronic poverty.  
Juxtaposing poverty and vulnerability also provides important insights for the geographical 
targeting of policies. In particular, vulnerability-to-poverty ratios can be useful for identifying 
communities in need of poverty-prevention programs that may not be evident from poverty 
statistics alone. For instance, the geographically distant community of Vella Lavella in the 
Western Province of Solomon Islands has a lower-than-average rate of poverty compared with 
the rest of the communities visited in Solomon Islands. Yet it has a higher-than-average rate of 
vulnerability. This suggests that while households in this community may not be currently 
poor, looking forward, there is a good chance that households may be pushed into poverty 
without effective poverty-prevention policies. In Vanuatu, Baravet and Hog Harbour have 
similarly high vulnerability-to-poverty ratios.  
Vulnerability-to-poverty ratios can also be useful for prioritising policy action between 
communities with ostensibly similar circumstances. An example can be seen when comparing 
the communities of Baravet and Banks Islands in Vanuatu. Each community has a relatively 
similar rate of headcount poverty (between 15 and 17 per cent), yet the expectation of future 
poverty is markedly different, with the vulnerability to poverty considerably higher in Baravet 
(38.5 per cent) than in the Banks Islands (27.0 per cent).  
6.4.5. Incorporating risk preferences: the depth of expected poverty  
In order to account for the fact that headcount measures only indicate the incidence of 
household vulnerability and provide little detail on the extent of vulnerability, this section 
examines the depth of expected poverty. Expressing vulnerability in terms of the expected 
poverty gap, rather than headcount measures of poverty, focuses the analysis on the extent of 
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the downside risk facing households. The squared expected poverty gap further refines the 
analysis by accounting for households’ risk aversion by incorporating diminishing returns; that 
is, the closer one approaches the poverty line each additional unit of well-being has 
diminishing marginal utility in reducing poverty. Using these measures directly addresses 
criticisms of the VEP approach that it is insensitive to risk (Ligon and Schecter, 2003). To 
illustrate the ease of incorporating risk into the VEP framework, Equation 6.10 draws on the 
Foster-Greer-Thorbecke (FGT) index of poverty (Foster et al. 1984) where ,'*+ is the 
expected poverty index of household i at time t+1, defined over expected weighted MPI 
deprivations and a poverty line z. 8 is the welfare weight attached to the gap between the 
poverty benchmark and the welfare measure. 
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6.10  
Hoddinott and Quisumbing (2003) suggest that it is straightforward to incorporate risk 
preferences into vulnerability headcount indices by manipulating the welfare weight attached 
to expected future MPI deprivations (Equation 6.11). 
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6.11  
Where ΣXHX is the sum of the probability of all possible “states of the world,” s in period t + 1 
and Z9,'*+ ≥ - is a function that gives consideration to only those states of the world in 
which expected MPI deprivations 9,'*+ are higher than the poverty line; equalling one if the 
condition is true, zero otherwise. This explicitly accounts for downward variability as well as 
the magnitude of expected poverty. Hoddinott and Quisumbing (2003) note that while 
headcount vulnerability measures implicitly set 8	equal to 0, there is no reason why 8 cannot 
be positive. For instance, setting 8 = 1	and 8 = 2 gives the expected poverty gap ratio and the 
squared expected poverty gap ratio, respectively. Both of these measures capture the effect of a 
further fall in well-being of an already poor household, which is excluded from ordinary 
headcount measures.177  
Table 6.7 shows the proportion of households in the aggregate sample and in each community 
that are expected to have weighted MPI deprivations greater than or equal to the one third 
poverty threshold. This corresponds to the high vulnerability cohort observed in Table 6.5. In 
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 Christiaensen and Subbarao (2005, p523) use 8 = 2	 in their analysis of household vulnerability in Kenya. The authors note that 
vulnerability is thus “the product of the probability of a shortfall in well-being times the probability weighted function of relative shortfall.” 
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addition, both the expected poverty gap of those households that are expected to be poor and 
the squared expected poverty gap are also shown. The results show that of the 6.7 per cent of 
total households that are expected to have weighted MPI deprivations in excess of the poverty 
threshold, the average deprivations are 9.7 per cent above the poverty threshold. These results 
are also presented for each community.    
Table 6.7: Depth of expected MPI poverty  
Weighted MPI deprivations greater than poverty line; by community and country  
Location 
Expected headcount poverty* 8 = 0		
(% of households) 
Expected poverty ratio 8 = 1	 
(deprivation score above 
poverty threshold, %) 
Expected poverty 
ratio squared 8 = 2 
Total 6.7 9.7 161.0 
Urban 10.5 11.6 236.2 
Rural 4.7 7.5 72.5 
Capital cities 14.7 14.2 314.7 
Non-capital city 5.0 7.0 68.0 
Solomon Islands 9.8 8.5 129.6 
Honiara 10.1 15.4 421.8 
Auki 12.8 5.8 55.6 
GPPOL 0.0 0.0 0.0 
Vella Lavella 0.0 0.0 0.0 
Malu’u 1.3 3.3 11.0 
Weather Coast 36.0 7.6 74.8 
Vanuatu 3.4 13.5 257.6 
Port Vila 19.5 13.5 257.6 
Luganville 0.0 0.0 0.0 
Hog Harbour  0.0 0.0 0.0 
Mangalilu 0.0 0.0 0.0 
Baravet 0.0 0.0 0.0 
Banks Islands 0.0 0.0 0.00 
*Expected incidence of poverty is slightly different to the probability of experiencing poverty in that the former only includes the 
expected mean, not the expected variance, of well-being. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
To the extent that the expected poverty gap sheds light on the severity of households’ expected 
poverty, it should be a key consideration in the prioritisation of effective social protection 
policies between regions. The two capital cities provide interesting cases in point. While the 
observed rates of poverty are higher elsewhere, those households in Port Vila and Honiara that 
are expected to be poor are likely to experience more severe poverty, on average, than in other 
regions. Poor households in Port Vila – the only community where high vulnerability is 
estimated to exist in the sample of Vanuatu communities – are expected to have weighted MPI 
deprivations 13.5 per cent above the poverty threshold. In Honiara, the average rate of 
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deprivations is expected to be 15.4 per cent above the threshold – the highest in Solomon 
Islands. However, unlike Vanuatu, both the second city of Solomon Islands, Auki, and the 
geographically isolated community of the Weather Coast also have relatively high incidences 
of expected poverty.178  
The expected poverty gap, in combination with the expected headcount rate of poverty, 
provides an important perspective on future inequality in each community. For instance, these 
results indicate that the expected rate of future poverty in Weather Coast is clearly the highest 
of all the communities it is relatively egalitarian – that is the depth of expected poverty is 
relatively mild and spread broadly among the community – compared with the capital cities. In 
contrast, in both Port Vila and Honiara the depth of poverty is expected to be the most severe, 
and concentrated amongst a much narrower cohort. This indicates that the relative living 
conditions of vulnerable households (that is, conditions relative to the average of the 
community) in capital cities are expected to deteriorate much more sharply than in other areas.  
6.4.6. Vulnerability to poverty using the MMPI  
The importance of the MMPI in characterising poverty in Vanuatu and Solomon Islands was 
identified in Chapter 3. Accordingly, an analysis of household vulnerability in these countries 
should also incorporate vulnerability to MMPI poverty. Appendix Y presents the regression 
output from Equations 6.6 and 6.8 when the MMPI is the dependent variable.  
Broadly speaking, the results mirror those from the analysis of vulnerability using the MPI. 
There is a strong positive correlation between vulnerability expressed in terms of falling into 
MPI or MMPI poverty (coefficient of 0.92). Most of the correlates of household vulnerability 
also have the same sign and significance. In particular, households’ wealth, education, 
employment and dependency ratios all remain significant. So too are a number of key coping 
mechanisms, including using gardens, reducing food intake and using financial services. 
However, some variables are no longer significant, which is reflected in the slightly lower 
goodness-of-fit statistics. The key differences include the fact that households’ experiences of 
environmental and price shocks are no longer significant, drawing down on savings is no 
longer significant in non-capital rural areas (thereby addressing an important puzzle mentioned 
above) and reducing food intake is not significant in non-capital city communities once other 
characteristics have been accounted for. Conversely, households’ experiences of labour market 
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 This highlights, once again, the stark difference in the prospects for household well-being between the two respective second cities: Auki in 
Solomon Islands and Luganville in Vanuatu. While the depth of expected poverty in Auki closely resembles those of the capital cities, 
Luganville, in contrast, is more akin to well-connected rural communities (Chapter 3). 
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shocks are associated with higher vulnerability in capital cities, owing to higher expected 
levels of MMPI deprivations, as is jettisoning traditional support.  
Table 6.8 presents the link between headcount MMPI poverty and vulnerability. In aggregate, 
the headcount vulnerability rate is higher when the MMPI is used (37.4 per cent) compared 
with the MPI (36.4 per cent) though the difference is not statistically significant. Also similar 
is that vulnerability is also greater than poverty while the bulk of vulnerability reflects 
transitory factors.   
Table 6.8: Vulnerability to MMPI poverty and observed headcount MMPI poverty  
Shaded area is vulnerable; sample N = 927 
  Observed poverty  
  Poor 
22.6% 
Non-Poor 
77.4% 
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Total 
vulnerability 
37.4% 
Chronic poor  
(poor with a particularly low expected 
level of well-being) 
6.1% 
Vulnerability to chronic poverty  
(non-poor though with a particularly low 
expected level of well-being) 
3.8% 
High 
vulnerability 
9.9% 
Frequently poor  
(poor with high expected volatility 
in their well-being) 
9.6% 
Vulnerability to frequent poverty 
 (non-poor though with high expected 
volatility in their well-being) 
17.9% 
Relative 
vulnerability 
27.5% 
Not 
vulnerable 
62.6% 
Infrequently poor  
(poor but not vulnerable) 
6.9% 
Not vulnerable and not poor 
55.6% 
 
Source: Author, adapted from Chaudhuri et al. (2002) and Tesliuc and Lindert (2004).  
 
Using MMPI poverty also results in a broad “U-shaped” distribution of vulnerability when 
communities are assembled, broadly, in terms of their remoteness from central markets (Figure 
6.4 and Appendix Z). In almost all communities there is statistically no significant difference 
in the headcount vulnerability rates according to either the MPI or the MMPI measure. The 
exception is GPPOL, which has a higher rate of vulnerability using the MMPI (though the 
overall vulnerability rate is still comparatively low). High vulnerability is concentrated in the 
high poverty areas – indicating, once again, the importance of chronic factors in urban squatter 
settlements and geographically distant communities. Poor households also exhibit a first-order 
stochastic dominance over non-poor households in terms of their vulnerability to MMPI 
poverty, at all vulnerability thresholds (Appendix AA). For households that are expected to be 
MMPI poor in the period ahead, the average depth of poverty is 9.4 per cent, with capital cities 
expected to experience the most severe MMPI poverty (see Appendix AB).  
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Figure 6.4: Vulnerability to MMPI poverty and MMPI poverty headcounts 
Per cent of households; by community*  
 
Communities have been assembled, broadly, in terms of their increasing remoteness from central markets (as per Figure 3.1 in Chapter 3) 
Source: Author. 
6.5. Discussion  
This chapter estimates the vulnerability of households in Vanuatu and Solomon Islands in 
terms of the likelihood of experiencing multidimensional poverty in the future. It combines 
unique empirical survey data with an approach to estimating vulnerability to poverty that is 
widely used in empirical development economics literature. It sharpens the analytical focus on 
household well-being in Melanesia beyond current observed poverty, by identifying 
households that are vulnerable experiencing poverty in the future; the reasons why they are 
vulnerable; and how poor they are likely to be. By using data on households’ recent 
experiences of global macroeconomic shocks the analysis also examines the contributions that 
households’ observed experiences of shocks, as well as their observed responses to shocks, 
make to their level of vulnerability. 
In general, headcount vulnerability rates tend to be highest in areas where headcount poverty 
rates are also high. This confirms a link between poverty and vulnerability. However, in almost 
all locations surveyed the incidence of vulnerability was more widespread than the observed 
rate of poverty. Similar results were obtained when the measure of poverty was adjusted to 
include aspects of the local context, using the MMPI. This suggests that observed headcount 
poverty is likely to be a necessary, but insufficient, indicator of households’ future well-being. 
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Rather, the likelihood of a household experiencing poverty in the future is also determined by 
the risks they face as well as their capacity to cope with the risks.  
Generally speaking, being wealthier, better educated and employed reduces a household’s 
vulnerability. This is generally consistent with vulnerability analyses undertaken in other 
developing countries and highlights the importance of education policies and the removal of 
barriers that prevent households from engaging in the market economy. Indicators of 
traditional Melanesian wealth were also important in reducing the volatility of households’ 
expected well-being. In effect, this suggests that traditional livelihood assets (such as land, 
gardens, livestock, and strong social capital) may act like a shock absorber for Melanesian 
households, mitigating some of the adverse effects of risk. This confirms Regenvanu’s (2009) 
thesis that traditional livelihoods provide households with a safety net from the acute macro 
vulnerability that the small island states of Melanesia have to the effects of natural and 
economic shocks. However, contradicting this somewhat is the fact that drawing on the natural 
environment (the garden) during crises is associated with increased household vulnerability in 
the urban squatter settlements of the capital cities. Similarly, drawing on financial services is 
associated with increased vulnerability in non-capital city communities, where financial 
services are scarce, though it reduces vulnerability in capital cities, where they are relatively 
plentiful. While plausible explanations can be found for each of these effects, they nonetheless 
warrant closer examination through further research.  
The results also indicate that a substantial proportion, up to four-fifths, of the total estimated 
vulnerability in Vanuatu and Solomon Islands stems from excess volatility in expected well-
being rather than an inordinately low level of expected well-being. This is an important finding 
because it links households’ vulnerability in Vanuatu and Solomon Islands to the well-known 
vulnerabilities of each country at a national level. It is also interesting because the 
multidimensional poverty measures are based upon indicators that one might expect to be 
relatively static. This may be an indication of the important role that transitory factors, such as 
exposure to various risks, have in driving households’ well-being prospects in Melanesia. It 
may also provide further evidence to suggest that traditional livelihoods are not able to 
comprehensively insure households from the effects of external shocks.  
However, in a number of areas where the observed rate of poverty was already relatively high, 
chronic factors were also important in driving vulnerability. This was particularly the case in 
urban communities of Port Vila, Honiara and Auki as well as in the geographically isolated 
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community of the Weather Coast. Importantly, however, the capital cities differ to the Weather 
Coast in that expected poverty is estimated to be more severe, on average, and distributed 
amongst a relatively narrow cohort of households. The implication is that inequality is likely to 
worsen in urban settlements whereas vulnerability is relatively more egalitarian on the Weather 
Coast.  
It is important to be mindful of some of the key limitations in this analysis. In particular, by 
relying on cross-sectional data to estimate developments over time the analysis is necessarily 
assumption driven. Despite this, the VEP approach used in this analysis has yielded estimates 
that have proved credible in out-of-sample tests. There are also a number of recognised 
shortcomings to multidimensional poverty indices, which are addressed in Chapter 3. 
In addition, the very nature of the risk-response-outcome nexus that characterises vulnerability 
also means that endogeneity of explanatory variables in the model is a pervasive issue. 
Glewwe and Hall (1998, p196) note in their analysis of vulnerability that “basically, only those 
characteristics of household heads that are determined by the age of adulthood are assumed to 
be exogenous”. While the authors were referring to the fact that most household characteristics 
are the by-product of previous decisions in response to changing economic conditions, this is 
also the case with households’ exposure to shocks and coping mechanisms. As discussed in 
Chapter 4, households’ shock experience is endogenous with well-being, with poor (and 
vulnerable) households more likely to experience natural disasters and less likely to experience 
formal labour market shocks owing to their relatively closer links to the land. While 
households coping behaviour in the face of shocks is obviously endogenous to the shock it is 
also endogenous to a range of characteristics, including the environment, households’ own 
ability to mobilise resources and even the success (or failure) of previous coping behaviour to 
past shocks. To that end, it is difficult to conclude that a certain coping mechanism (such as 
using the garden in capital cities) is linked with heightened vulnerability because it was an 
unsuccessful coping strategy or because it was a coping mechanism used mainly by vulnerable 
households. As discussed in Chapter 5, time series data would provide a better perspective on 
the effectiveness of households’ individual coping responses in providing resilience from 
shocks. Future work on household vulnerability (even cross-sectional studies) could benefit 
from such analyses to the extent that they would provide researchers with a better sense of 
which coping variables to include in the model.  
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6.6. Conclusion  
This chapter has addressed an important gap in analyses of well-being in Melanesia: the dearth 
of forward-looking analyses that estimate households’ vulnerability to poverty. The analysis 
has shown that the distribution of household vulnerability in Vanuatu and Solomon Islands, 
like poverty, has a distinct “U-shape”, with urban squatter settlements in the towns and the 
most geographically distant communities the most vulnerable. In addition, the analysis has 
confirmed that poverty in these countries, like elsewhere, is a stochastic phenomenon. This 
highlights, once again, the important links between the exposure of Vanuatu and Solomon 
Islands to economic and environmental shocks at a national level and the well-being of 
households at a micro level.  
Policymakers interested in preventing future poverty in Vanuatu and Solomon Islands would 
therefore be well served by dedicating resources to forward-looking vulnerability analyses, as 
well as considering poverty-prevention policies that can work alongside interventions designed 
to alleviate the current incidence of poverty. 
The ability to distinguish between different types of vulnerability highlights an important 
practical contribution of vulnerability analyses. By understanding whether poverty is caused by 
transitory or chronic factors, policymakers can formulate their social protection policies to 
target the causes of poverty. For instance risk mitigation policies are unlikely to be as effective 
in the capital cities of Port Vila and Honiara, where vulnerability stems from the low 
endowments, compared with a transfer program that targets the cause of vulnerability. This 
will be important when targeting female-headed households, given their particular 
vulnerability to chronic poverty. Analysing vulnerability separately from poverty might also 
facilitate the prioritisation of social protection policies between communities that, on the face 
of it, have similar rates of poverty yet different risk profiles. 
The analysis also demonstrates the merit in examining vulnerability using broader, non-
monetary, measures of well-being, such as the MPI and the locally-tailored MMPI. One of the 
key advantages of using unique survey data is that it was able to provide a perspective on well-
being that is elusive in broader, aggregated, survey sets that are available in Melanesia, such as 
the HIES. Future work on vulnerability in Melanesia should therefore concentrate on 
combining the sampling breadth of the HIES with deeper perspectives on household well-
being, beyond simply income and consumption. Such an approach would provide 
policymakers with a powerful evidence base with which to guide social protection policies. 
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CHAPTER VII – CONCLUSION AND POLICY 
RECOMMENDATIONS 
7.1. Introduction  
This research thesis has provided a comprehensive quantitative assessment of the vulnerability, 
and resilience, of households in Vanuatu and Solomon Islands to being pushed into poverty as 
a result of global macroeconomic shocks. The major contribution of this work is that it clearly 
establishes the link between the well-known vulnerabilities of Vanuatu and Solomon Islands at 
a national level and households’ susceptibility to being pushed into poverty as a result.  
The research also fills a key informational gap at the household level in each country through 
its use of empirical data collected in a broad range of communities. It therefore provides a 
unique and more detailed perspective on households’ poverty, vulnerability and resilience than 
can be gleaned from either national-level statistics or existing aggregate household surveys.  
A further important contribution is that the research provides a timely assessment of the 
household-level effects of the recent global macroeconomic shocks. This includes the steep 
rises in international food and fuel prices through 2007 and 2008 and the subsequent global 
recession, known as the GEC. There is a large body of evidence that the combination of these 
three shocks immiserated millions of individuals around the world. Yet, before now, there had 
been little formal academic research into the impacts of these shocks in Vanuatu and Solomon 
Islands and what they mean for vulnerability to future poverty.  
The results of this research will therefore provide an important evidence base with which to 
guide policymakers in their efforts to protect households from future shocks. Indeed, the focus 
and methodology of the research directly addresses the key knowledge gaps identified by the 
UN Secretary General in the wake of the crises, in order to “address the policy questions that 
need answering” (United Nations, 2009). 
The research specifically sought to answer the following four questions:  
I. How should poverty be defined and measured in Vanuatu and Solomon Islands? 
II. Which households are most vulnerable to experiencing economic and other 
shocks? 
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III. What are the dominant coping mechanisms households in Vanuatu and 
Solomon Islands use to deal with global macroeconomic shocks and how 
resilient are they to such shocks?  
IV. Which households in Vanuatu and Solomon Islands are vulnerable to 
experiencing poverty in the future?  
In answering these questions, the analysis has contributed to the understanding of households’ 
current well-being in Vanuatu and Solomon Islands. A new working definition of household 
poverty is proposed, that of multidimensional poverty, which directly focuses on human 
capabilities and functioning. This measure of poverty is well suited to the local context given 
its ability to identify poverty across the dual economic structures of each country in a single 
measure. 
Combining information on household poverty, households’ exposure to shocks and their 
responses to shocks, the analysis also sheds important light on households’ vulnerabilities – 
both through an examination of the micro effects of recent global macroeconomic events as 
well as by looking forward to estimate the probability that households will be tipped into 
poverty in the future. It also draws attention to the ways in which households are resilient to 
global macroeconomic shocks.  
The results clearly indicate that despite the ready availability of environmental resources and 
strong social ties, sometimes referred to as “subsistence affluence”, household poverty is an 
important social challenge in Vanuatu and Solomon Islands. Households are exposed to a 
range of global macroeconomic and other shocks. However, a raft of geographic and cultural 
factors, varying degrees of existing poverty, as well as households’ capacity to cope with 
shocks, meant that households had varying degrees of vulnerability to the effects of shocks. 
Nevertheless, the upshot is that a sizable segment of the population in both countries is at risk 
of being tipped into poverty in the future as a result of a shock. This illustrates that the acute 
vulnerability of each country at a national level is transmitted, albeit incompletely, to 
households at the micro level. Targeted polices will therefore be needed to enhance 
households’ future well-being prospects by reducing the sources of their vulnerability and 
strengthening their resilience to shocks. 
The remainder of the chapter is structured as follows: Section 7.2 provides a summary of the 
overall findings, organised according to the research questions, while Section 7.3 proposes six 
policy recommendations based on the evidence gathered in this research. Section 7.4 then 
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discusses the limitations of the study, Section 7.5 discusses areas for future research and 
Section 7.6 concludes.   
7.2. Summary of findings 
7.2.1. How should poverty be defined and measured in Vanuatu and Solomon 
Islands? 
Insofar as vulnerability refers to the likelihood of experiencing poverty, it is important to first 
articulate what poverty means in the context of Vanuatu and Solomon Islands, and then 
measure its amount and incidence using household survey data. Chapter 3 therefore examines 
poverty through the lens of the nascent, though well-known, MPI. This is a direct measure of 
well-being that incorporates information on households’ actual levels of deprivation across the 
three dimensions of health, education and living standards. This marks the first time that the 
MPI is reported for Solomon Islands and the first time that the measure has been reported at 
the sub-national level in either country. The chapter also makes a specific contribution to 
multidimensional poverty measurement by tailoring the MPI to suit the unique characteristics 
of the Melanesian context. The resultant MMPI includes a fourth dimension, “access”, which 
accounts for households’ restricted access to essential services as well as the importance of the 
environmental and social resources.  
The results show that, in the communities surveyed for this research the average rate of 
poverty is higher in Solomon Islands than in Vanuatu. However, in both countries severe 
poverty is modest. The results also indicate that poverty has a distinct geographic distribution. 
When communities are arranged according to their remoteness, a distinctive “U-shaped” curve 
of poverty emerges. On one side of the curve sit the urban squatter settlements, which are 
renowned for their material deprivation, while at the other end of the spectrum sit 
geographically isolated rural communities, which are deprived on account of their limited 
ability to generate income and restricted access to essential services and infrastructure.  
The important value-added of multidimensional poverty indices in Vanuatu and Solomon 
Islands is therefore their ability to capture these distinct aspects of household poverty in a 
single measure. This stands in contrast to the prevailing national assessments of basic needs 
poverty in each country, which indicate that household poverty is skewed toward urban areas.  
Importantly, too, the results indicate that rural areas are far from monolithic. The lowest rates 
of poverty were observed in communities that were rural in character, yet with good transport 
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links to larger markets. These communities, such as Hog Harbour in Vanuatu and GPPOL 
villages in Solomon Islands appear to be in a Melanesian “sweet spot”: situated at the juncture 
of so-called “subsistence affluence” and interconnectedness with larger and more diversified 
markets. In addition to increasing the returns from agricultural production, such access 
encourages households to diversify their livelihood strategies beyond subsistence production, 
as well as decreasing the economic distance to essential services such as hospitals and schools.  
7.2.2. Which households are most vulnerable to experiencing economic and 
other shocks? 
A household’s exposure to shocks is a critical determinant of its vulnerability. Chapter 4 
therefore specifically focuses on households’ exposure to recent global macroeconomic and 
other shocks. The results indicate that households in Vanuatu and Solomon Islands 
experienced an array of shocks; in congruence with the fact that both countries are renowned 
for their exposure to exogenous shocks.  
Most households indicated that they experienced the effects of the recent global 
macroeconomic shocks. Indeed, households were almost universally exposed to the adverse 
effects of rises in international commodity prices. In large part this reflects the fact that 
monetisation is a now an entrenched characteristic throughout Melanesia and almost all 
households, irrespective of their location, use cash to pay for basic necessities; including 
imported food or fuel. This provides a direct link between households’ consumption and 
volatile international commodity markets.  
In contrast, few households indicated that they experienced the positive economic effects 
associated with rising agricultural prices, despite agricultural production being a dominant 
livelihood. The implication is that commodity price shocks, in aggregate, cause households’ 
terms of trade to deteriorate – providing a micro-level reflection of the terms-of-trade effects 
observed at the macro level in each country (see Chapter 1).  
Households’ experiences of the GEC tended to be segmented along geographic lines reflecting 
the dual economic structure of each country. Weakening labour markets, which is a key way 
that the GEC was assumed to manifest at the household level, were generally limited to 
households in urban squatter settlements where wage income tends to dominate as the source 
of livelihood and rural communities with a direct link to agricultural exports. In contrast, most 
rural communities were insulated from the worst effects of the GEC.  
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A key implication of this analysis is that while urban households are presently exposed to an 
array of global macroeconomic shocks, structural factors provide many rural households with 
insulation from adverse shocks to global demand. However, as rural areas continue to develop 
economically this layer of separation between rural households and the world economy is 
likely to be progressively eroded. Therefore while economic development will increase 
prosperity it will also increasingly expose households to global macroeconomic shocks. How 
households manage the effects of economic shocks, both in urban and rural areas, will 
therefore need to become an area of increasing focus of policymakers.  
7.2.3. What are the dominant coping mechanisms households in Vanuatu and 
Solomon Islands use to deal with global macroeconomic shocks and how 
resilient are they to such shocks?  
Chapter 5 specifically focuses on the household-level effects of the recent global 
macroeconomic shocks in Vanuatu and Solomon Islands. It catalogues the dominant coping 
mechanisms households used to manage the effects of the shocks. Using both changes in 
households’ disposable income and an episode of food insecurity as the relevant measures of 
well-being, the analysis also identifies those households that were adversely affected (that is, 
were vulnerable) and those that were largely unaffected (that is, were resilient). The analysis 
then determines which household characteristics and coping mechanisms were effective in 
providing households with resilience from these adverse effects. The rationale is that 
households’ experiences of past global macroeconomic shocks provide important lessons that 
can be used to guide policies to prevent vulnerability to future shocks. 
The dominant coping mechanisms households used to manage the effects of the shocks are 
broken into five main categories. These include: (i) using locally available horticultural and 
marine resources as a substitute for consumption as well as a source of income; (ii) increasing 
labour supply (though weak labour demand meant that much of this spare labour was absorbed 
into informal markets); (iii) adjusting expenditure patterns (by looking for locally available 
substitutes as well as an outright reduction in expenditure); (iv) utilising informal social 
networks as a form of insurance; and (v) selling livestock as a form of counter-cyclical income 
management. Much less prominent was the utilisation of financial services. 
In general, better educated and wealthier households and those with access to employment 
were generally the most resilient to the shocks. Female-headed households were vulnerable to 
experiencing a fall in disposable income while households in urban squatter settlements were 
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particularly vulnerable to experiencing food insecurity. Cutting back on food intake and 
reducing church tithes were also strongly associated with vulnerability to experiencing food 
insecurity. Coping mechanisms that directly affected households’ cash flow, such as 
expenditure adjustments and increasing labour supply, were generally associated with avoiding 
a fall in disposable income during the shock period. However they were largely ineffective in 
preventing an episode of food insecurity. This suggests that while changes in spending patterns 
can help households satisfy their immediate nominal budget constraints in the face of a shock, 
maintaining real levels of income may be more important from the perspective of household 
resilience. 
A key result of the analysis was the centrality of the garden and informal social networks in 
households’ risk management decisions. Where available, almost all households increased 
their use of the garden following a shock, which was effective in providing resilience from a 
fall in disposable income. In addition, informal support structures provide an important 
redistributive function that is not available in a formal sense.  
Yet it is also clear that neither of these local resources fully insures households from the 
adverse effects of shocks. In crowded urban squatter settlements, where available cultivatable 
land is limited, some households do not have access to gardens. In addition to alienating these 
households from an important food and income source, the lack of a garden is forcing many to 
resort to other mechanisms to cope with shocks. At its most extreme this includes destructive 
coping mechanisms such as reducing the amount of food consumed as well as reducing outlays 
on health and education. Moreover, informal social insurance systems are coming under 
increasing strain. Roughly the same percentage of households that indicated they increased 
their use of informal support systems also indicated that they withdrew from the system in 
some way because it was becoming overly onerous. Given the importance of the gardens and 
social networks to households in both Vanuatu and Solomon Islands it is imperative that the 
social protection policy regime include ways to address each of these issues.  
7.2.4. Which households in Vanuatu and Solomon Islands are vulnerable to 
experiencing poverty in the future? 
Bringing together the evidence on household poverty, shock experiences and responses to past 
shocks from each of the previous chapters, Chapter 6 looks forward and estimates households’ 
vulnerability to experiencing future poverty. This represents the first time that the incidence, 
209 
 
location and severity of vulnerability to poverty has been identified in Vanuatu and Solomon 
Islands.  
The results indicate that there is a clear, but incomplete, link between observed poverty and the 
threat of future poverty in Vanuatu and Solomon Islands. Headcount vulnerability rates tended 
to be highest where headcount poverty rates are high. This results in a “U-shaped” 
geographical distribution of headcount vulnerability, with urban squatter settlements and the 
most geographically distant communities the most vulnerable and rural, yet well-connected 
communities the least vulnerable. However, in almost all communities surveyed the prevalence 
of vulnerability was greater than that of poverty. This is broadly the case when poverty was 
measured in terms of either the MPI or MMPI. It is also consistent with the general findings of 
the empirical literature that while assessments of poverty provide an important perspective of 
current well-being, their static nature means that they are incomplete as an indicator of the 
future incidence of poverty.  
The results also show that a substantial proportion of estimated vulnerability, almost four-
fifths, stems from excess volatility in households’ expected well-being – that is, they are 
vulnerable because of their inordinate exposure to risk. This confirms that poverty in Vanuatu 
and Solomon Islands is, like elsewhere, a stochastic phenomenon. It also illustrates the 
important link between the well-known vulnerabilities of Vanuatu and Solomon Islands at the 
national level and household-level vulnerability. The remaining vulnerability stems from 
chronic factors, which are most prominent in those communities where poverty is already high. 
Indeed, the capital cities, in particular, have a unique combination of chronic poverty and an 
expectation of increasing inequality – with expected poverty estimated to be more severe and 
distributed amongst a relatively narrow cohort of households. This further underscores the 
importance of poverty-prevention policies in urban squatter settlements.  
Holding a household’s location constant, being wealthier, better educated and employed is 
associated with reduced vulnerability. Indicators of traditional Melanesian wealth (including, 
inter alia, ownership of livestock, land ownership and social capital) were also important in 
reducing the volatility of households’ expected well-being. Female-headed households were 
more vulnerable as were larger households and households with greater dependency ratios. 
Households that compromised their human capital by reducing their food intake are also more 
vulnerable to poverty in the period ahead. 
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7.2.5. Comparing household vulnerability and resilience in Vanuatu and 
Solomon Islands  
An additional dimension of this research was to compare household vulnerability and 
resilience in two countries that, on the face of it, have broadly similar characteristics yet have 
had divergent economic performances in recent years. While Vanuatu was one of the stand-out 
economic performers among PICs in the first decade of the millennium, Solomon Islands 
stagnated economically; in part reflecting the hangover of destructive ethnic tensions. 
The results indicate that despite some minor differences in the aggregate rates of headcount 
poverty and vulnerability, the dynamics of households’ vulnerability, and resilience, to global 
macroeconomic shocks in each country were broadly similar. In both countries the highest 
rates of poverty and vulnerability were located in urban squatter settlements as well as 
geographically distant communities. Both countries also have communities located in a 
geographical “sweet spot” with the access to environmental resources and strong social ties, 
yet with good access to central markets.  
In general these similarities most likely reflect a combination of the similar dualistic economic 
structures of each country and the comparable geographic, cultural and historical 
characteristics. Both countries are archipelagic and spread across numerous islands, have 
largely rural populations and a long tradition of informal agricultural production and strong 
social networks. In addition, both countries have rapidly expanding urban centres, with 
migrants settling in overwhelmingly poor informal settlements.  
The similarities in the results also likely reflect the purposive selection of the sample locations. 
The selection of both rural and urban communities in each country, as well as the specific 
targeting of urban settlements means that the research was focused at the extremes of the well-
being spectrum, and thus less sensitive to the divergent macroeconomic fortunes of each 
respective country. Different results may be obtained if a broader sample is used, particularly 
in urban areas, as this may more clearly capture the effects of differences in past economic 
performance of each country. In addition, more nationally representative results could be 
obtained with a broader selection of communities chosen at random; this would aid in 
international comparisons. Nonetheless, given that this research specifically targeted 
vulnerability, the focus on the extremes of well-being in Vanuatu and the Solomon Islands is 
justified as being appropriate.  
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The implication of the overall similarities in the results between Vanuatu and Solomon Islands 
is that the policy prescriptions presented below are likely to be applicable in both countries.  
7.3. Policy recommendations 
The unavoidable reality for both Vanuatu and Solomon Islands is that, as highly trade-exposed 
SIDS in a remote and geographically volatile region, both countries are likely to remain 
acutely exposed to the effects global macroeconomic volatility and natural disasters for the 
foreseeable future. Moreover, the evidence of households’ poverty and vulnerability to shocks, 
including episodes of food security, contained in this research should dispel any notions that 
“subsistence affluence”, and any attendant insulation it provides from exogenous shocks, is 
universally enjoyed by households in Vanuatu and Solomon Islands.  
There is, therefore, an imperative for domestic policymakers and international donors to devise 
an effective suite of policies, based on sound evidence, that can improve households’ economic 
prospects. This can be achieved by minimising households’ vulnerability to future adverse 
shocks, in particular future global macroeconomic volatility, and leveraging the inherent 
strengths of the local context in order to maximise households’ resilience.  
The following six recommendations are therefore presented as a proactive, integrated and 
mutually-reinforcing policy framework. Each recommendation is accompanied by some 
specific dot points that articulate practical steps that policymakers can take. They aim to shift a 
large share of the burden of managing risk away from individual households, and to directly 
support the most vulnerable households through the direct transference of resources and the 
provision of merit goods. They are also geographically targeted reflecting the results in this 
research.  
Together these policies can enhance the prospects for future well-being of individual Ni-
Vanuatu and Solomon Islanders. By removing the constraints associated with household-level 
vulnerability, unlocking human capital and fostering greater entrepreneurship, the policy 
framework can help eliminate the spectre of poverty traps and increase multidimensional well-
being. They may also allow households to take advantage of positive shocks. Importantly, 
insofar as household-level resilience is acknowledged as being integral to national-level 
resilience (see Chapter 1), successfully improving the ability of households to manage risk has 
the potential to ignite a virtuous cycle that will assist each country in the pursuit of its national-
level policy goals.  
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7.3.1. Increase resilience to price shocks by reducing households’ dependence 
on imported food and fuel  
Chapter 4 shows that recent international food and fuel price shocks were passed through 
almost universally to households in Vanuatu and Solomon Islands. Chapter 5 then showed that 
a sizable proportion of households were adversely affected by these shocks. That households 
were generally exposed to food and fuel price rises is consistent with the generally high 
dependence of PICs at a national level to imported food and fuel. Policymakers should 
therefore look for ways to strengthen households’ resilience to adverse price shocks across 
both urban and rural areas by reducing households’ dependence on imported food and fuel.  
• Public education campaigns should encourage households to maintain a balanced diet 
with a high proportion of locally-grown foods. A substitution away from relying on 
imported staple foods such as rice and packet noodles and toward locally-grown 
tubers, for instance, would decrease households’ vulnerability to future volatility in 
international food prices.  
• The development of additional local marketplaces in urban areas could be a key step 
to increasing the accessibility of locally grown food and also increasing household 
incomes.  
Rather than being a policy of food import substitution, per se, this policy is designed to more 
effectively take advantage of a key comparative advantage of each country by increasing the 
utilisation of the abundant fertile land and removing barriers, both normative and economic, to 
accessing organic and nutritious locally-grown foods.  
Given the lack of locally available fuel substitutes, increasing households’ resilience to fuel 
price shocks is somewhat more challenging.  
• In the short term, regionally-coordinated bulk fuel purchases could help ameliorate 
some of the price pressure associated with high costs of transport.  
• Over the longer-term policymakers should look to reduce households’ dependence on 
imported fuels through the development of innovative renewable energy projects. At a 
macro level, governments can commence planning a transition away from oil-based 
electricity production in towns and a switch to alternative base-load energy, such as a 
combination of geothermal, wind and solar. Energy efficiency standards should also 
be explored. At a micro level, local governments and international donors should also 
213 
 
invest in programs that introduce households to decentralised renewable energy 
sources for both their lighting and transport needs.  
7.3.2. Strengthen access to land and gardens in urban areas 
The research has demonstrated that the garden is a fundamental source of resilience for 
households in Solomon Islands and Vanuatu. In addition to being the cornerstone of the local 
cultural context, Chapter 5 showed that the garden is a central feature of the way households 
cope with shocks and is effective in helping households avoid a fall in their disposable income. 
In calculating the MMPI, Chapter 3 shows that communities with better access to the natural 
environment have greater levels of food security. However, many households in urban squatter 
settlements, where access to land is restricted, are alienated from gardens. The consequence is 
that many households in these areas have become dependent on cash incomes to purchase 
food, including imported food, which in turn increases their exposure to international price 
shocks (Chapter 4). The lack of access to gardens also forces households into using alternative 
(and sometimes outright destructive) measures for coping (Chapter 5).  
Given the importance of having access to a garden as a source of resilience during crises, 
policymakers should seek ways to strengthen households’ access to land in urban areas.  
• Support should be provided for urban gardens and land segregation schemes, as well 
as programs that encourage food cultivation in the available space around homes in 
urban areas, such as potted and hanging gardens.  
• Policymakers should also look to increase agricultural productivity. The provision of 
tools, seed banks and agricultural education could help increase the amount of food 
produced by the stock of available land.  
7.3.3. Experiment with formal social protection schemes 
The findings from this research provide a strong case for the establishment of a formalised 
social protection policy regime in Vanuatu and Solomon Islands. This is particularly important 
in the urban squatter settlements of both countries. Across the communities surveyed, these 
settlements were observed to have some of the highest headcount rates of poverty (Chapter 3) 
and the highest rates of headcount vulnerability, with a considerable amount of vulnerability 
stemming from chronic factors (Chapter 6). Moreover, Section 6.4.5 showed that these 
settlements are most vulnerable to widening inequality in the future. While informal social 
insurance systems are important in providing households with resilience, the findings also 
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indicate that they are unable to cover everyone and are fraying at the margin. Further, people 
require in urban areas require money in order to meet their basic needs.  
A formalised social protection regime should combine financial assistance in urban settlement 
areas with the direct provision of merit and public goods across both urban and rural areas and 
rural economic development (see below). In each case, the social protection regime should 
target the characteristics of the most vulnerable households. Chapters 5 and 6 identified that 
female-headed households, uneducated households and the chronically poor were the most 
vulnerable to experiencing poverty. In contrast, households’ wealth, education and access to 
stable incomes each provide households with a better chance of avoiding the worst effects of 
shocks. Indeed, the broad similarities between the characteristics of vulnerability with other 
developing countries means that policymakers should also heed lessons from countries at a 
similar stage of development for what social protection policies might work in the local 
context. 
• In the first instance, conditional cash payments could look to target the harmful 
coping mechanisms of the poorest and most vulnerable households in urban squatter 
settlements. This could include the provision of vouchers for basic school-related 
expenditure (including uniforms, books, bus fares and lunches), vouchers for local 
food purchases from authorised sellers, as well as direct cash transfers, conditional 
upon school attendance or health checks.  
• The direct provision of merit goods, such as schools and health clinics and public 
goods including marketplaces, drainage and transport infrastructure, should also be a 
priority under such a scheme. This could be complemented with a stated longer-term 
goal to universalise access across each country to an essential package of health 
services and lower-secondary school education.  
• In addition, policymakers should look for ways to increase the capacity of households 
to earn incomes. This can involve direct job creation through public work schemes as 
well as targeting specific pro-poor private sector activity. Employment programs 
should be designed with the centrality of informal market peddling firmly in mind. To 
that end, national governments and donors should work with municipal councils and 
provincial governments to construct additional marketplaces close to population 
centres as well as reducing the cost of using them through fee exemptions.  
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• Policymakers should also enlist local community groups, such as sporting and music 
groups as well as churches, to monitor the welfare of households in their 
communities. Signs that a household is reducing its food intake or reducing church 
tithes could provide policymakers with a useful early-warning indictor of more 
serious vulnerability. 
7.3.4. Encourage rural economic development through improved access to 
markets  
Crucially, any implementation of a formal social protection system must be complemented by 
a focus on rural economic development, lest it strengthen the motivation to migrate to towns 
and exacerbate poverty and inequality.  
This research illustrates the central importance of good transport links to the prosperity of rural 
communities. Well-functioning transport networks were shown to be an important determinant 
in the rate of headcount poverty in rural areas (Chapter 3) as well as headcount vulnerability 
(Chapter 4). In other words, the incidence of both poverty and vulnerability increases in line 
with the economic distance from major markets. The comparison of ostensibly similar 
communities with different transport access to central markets such as Hog Harbour in 
Vanuatu (where transport links are excellent and poverty and vulnerability is amongst the 
lowest in the sample) and Malu’u in Solomon Islands (where the road link is dilapidated and 
poverty and vulnerability is among the highest) is a salient example of the importance of well-
functioning transport infrastructure to a community’s prosperity.  
Reducing economic distance and making investments to upgrade transport infrastructure can 
increase prosperity and reduce vulnerability, by encouraging the diversification of household 
incomes and facilitating trade. It can also foster the development of an indigenous transport 
industry and may also encourage greater tourist arrivals. Moreover, effective transport can 
remove a key barrier preventing agricultural producers increasing from their net sales and 
improve the prospects that they will benefit financially from strong commodity prices. 
Strengthening the economic opportunities in rural areas would also undermine one of the key 
motivations of individuals migrating to urban areas.  
However, the direct provision of transport infrastructure is not likely to be feasible in all 
contexts. In archipelagic countries such as Vanuatu and Solomon Islands roads are obviously 
of limited utility, save for communities on islands that are well populated and with an urban 
216 
 
centre. The particularly challenging terrain and weather also means that road construction is 
expensive for resource-constrained governments and so may not be an option beyond those 
currently in operation. Nor is it likely to be economic to introduce competition for some 
smaller shipping routes. Therefore strengthening transport links is likely to be best achieved 
through a suite of policies.  
• Where applicable, governments and donors can directly invest in building roads and 
improving port infrastructure. 
• A greater focus should be given to the better management of existing transport 
networks. For instance, governments can encourage private shipping companies to 
provide regular and reliable services on key strategic routes by competitively 
tendering for government support.  
• Education programs in rural areas could encourage agricultural producers to 
collectivise into sellers cooperatives to wield more market power in negotiations with 
distributors on existing shipping routes.  
• Subsidies and grants could also be given to rural collectives to purchase their own 
transportation.   
7.3.5. Improve access to quality education  
The results of this research clearly indicate that irrespective of their location households with 
well-educated members are less vulnerable and have a greater capacity to withstand the effects 
of shocks. Educated households were found to be relatively less exposed to shocks (Chapter 4) 
and relatively less vulnerable to the adverse effects of shocks (Chapter 5). Moreover, education 
improves in line with households’ well-being prospects, resulting in more educated households 
being less their vulnerable to poverty (Chapter 6). The importance of education is likely to 
reflect the combination of the increased earning capacity of more educated individuals (and 
potentially also the fact that as households’ material well-being improves they demand more 
education). It is also likely to reflect their greater capacity to adapt to changing circumstances, 
as has been shown in the empirical literature. 
While primary school education is now officially fee-free in both Vanuatu and Solomon 
Islands, households still have to meet the costs of materials, uniforms and transport, and 
schools sometimes impose their own levies. Each of these co-payments is an additional barrier 
to children’s education. Therefore, improving households’ economic livelihoods in concert 
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with the removal of these financial barriers would permit households to consume additional 
education. 
• In order to foster education policymakers should first ensure that primary education is 
actually universal. Thereafter, a medium-term goal should be established to expand 
universal coverage to lower secondary school.  
• An important complement to improving education outcomes is that there is a 
concomitant increase in the number of jobs requiring more highly-skilled labour. In 
this sense, a strong industry policy focused on removing barriers to business 
investment, encouraging both domestic investors and foreign direct investment could 
give educated school leavers a chance to improve their well-being.  
• Policymakers should also foster the development of an alternative, technically-
oriented, education system. Equipping young people with practical skills (for 
example, in fields such as construction, auto-mechanics and bookkeeping) will 
increase their productivity and, in turn, their incomes. It will also decrease their 
reliance on finding employment with an established business since they can create 
their own enterprises.  
• The extension of agricultural education in rural areas could also help improve 
agricultural productivity and thus increase food supply and rural incomes.  
7.3.6. Greater financial inclusion 
Chapter 5 showed that households were often forced to adjust their levels of consumption in 
order to satisfy their nominal budget constraints in the face of rising food and fuel prices. 
Policymakers should therefore focus on ways to assist households maintain their real 
consumption levels during shocks. To that end, there should be a focus on ensuring households 
have access to consumption-smoothing mechanisms such as savings and credit. However, 
simply increasing access to financial services is likely to be insufficient. Also important is that 
they are utilised. Chapter 5 also showed that while a good proportion of households have 
savings accounts, particularly in urban areas, few households used them during an adverse 
shock.  
• Policymakers should look therefore for ways to improve households’ access to 
financial services, in particular savings accounts.  
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• Financial literacy training will also be important to ensure that individuals have the 
skills and the understanding necessary to budget and manage their money. 
Better financial inclusion also has the potential for positive spill over benefits in other areas of 
social protection identified in this chapter. Savings can act as a useful commitment device for 
households to lock income away to ensure that there are sufficient funds to pay for important 
expenditures when needed, such as school fees. Savings could even facilitate the effectiveness 
of the broader informal social insurance system by helping individuals save for important 
social expenditures such as custom ceremonies, funerals and weddings; as well as ensuring that 
resources are available to provide support to members of the network when needed. Better 
savings practices could also help provide the collateral required for accessing credit 
(particularly business credit) and help overcome some of the information asymmetries that can 
inhibit bank lending.  
7.4. Limitations of the study 
As discussed in each of the empirical chapters this study has a number of limitations of which 
the reader should be aware. Most of these relate to issues of data quality – a perennial issue 
with collecting empirical data in environmentally-challenging and resource-constrained 
settings. One particular issue is that the analysis relies on self-reported data of households’ 
exposure to shocks and responses to shocks. Where possible, steps were taken to ensure the 
veracity of these data, by triangulating them with secondary sources (where available) as well 
as checking for internal consistency. However the risks of recall bias cannot be completely 
eliminated.  
Moreover, the fact that the study relies on cross-sectional data presents some important 
challenges. Using only a snapshot in time makes examining the dynamics of past shocks 
difficult. Variables with an inter-temporal dimension were therefore included in the household 
survey to overcome these issues. Overcoming issues of endogeneity and determining the 
directional causality of key relationships (such as households’ coping responses and well-
being) is also a challenge. Various attempts were made throughout the analysis to control for 
endogeneity. However, time-series data would be a key innovation in future studies of 
households’ vulnerability and resilience to past shocks. Such data could, for instance, show 
whether a particular coping response of households was associated with heightened 
vulnerability because it was ineffective, or because it was a response used by particularly 
vulnerable households. It would also provide information on the long-term effects of coping.  
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The use of cross-sectional data also meant that a number of simplifying assumptions need to be 
used in order to estimate vulnerability to future poverty. This is a common problem of analyses 
of household vulnerability in developing countries owing to the dearth of panel data sets. 
Longitudinal information on households’ characteristics, their exposure to shocks and attempts 
to cope with shocks would therefore make a valuable contribution to further refining the 
understanding of households’ vulnerability and resilience in Vanuatu and Solomon Islands. In 
the absence of a full panel data set, a time-series analysis of households’ coping behaviour 
during shocks would provide researchers with a better sense of which coping variables to 
include in cross-sectional models of household vulnerability. 
The analysis also abstracts, to a large extent, the importance of intra-household dynamics. By 
focusing on the household as the key referent of the research a number of important issues, 
such as the extent to which resources are allocated and power distributed within the household, 
were ignored. Moreover, there is an implicit assumption that the resources received by the 
household are divided equally amongst the members. It is well acknowledged that this is rarely 
the case and that important disparities exist within households – with women, the young, the 
disabled and the elderly relatively less empowered within households and therefore less able to 
command a fair share of resources. Throughout the research women were found to be more 
acutely vulnerable than men, while women were also bore a greater burden of the adjustment 
to shocks than men. This was touched on in the discussion in Section 5.3.3 though it was not a 
focus of this research.  
In addition, the fact that the research only focused on six communities in each country also 
means that national-level assessments of poverty and vulnerability should be treated with some 
caution. In the absence of any information on the way household data should be weighted, 
simple arithmetic averages of the six communities were deemed to be sufficient for the 
purposes of presenting national estimates in this analysis. A broader, more nationally 
representative sample would therefore increase the robustness of these national estimates.  
7.5. Areas for further research 
This analysis uses empirical household-level data to provide, for the first time, an overview of 
the issues that are important in determining the vulnerability and resilience of households in 
Vanuatu and Solomon Islands to the impacts of global macroeconomic shocks.  
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Further work should look to drill more deeply into a number of the important issues identified 
in this research. In particular, research should focus on the refinement of multidimensional 
poverty measures to suit the local Melanesian context. A more accurate measure of poverty can 
better guard against the misallocation of social protection resources as well as underpin more 
robust vulnerability analyses. Further refinement of the methodology to calculate the MMPI 
would be a good step in this direction.  
Given the clear importance of economic geography in determining well-being, future work 
should look to combine a household-level analysis of well-being with a greater focus on 
mapping the geographical distribution of poverty. Such an approach could facilitate the better 
geographical targeting of social protection policies and also shed important light on within-
community disparities in well-being.  
Research should also examine the effectiveness and efficiency of various mechanisms in 
providing households with resilience from shocks. Better understanding of the specific 
mechanics underpinning informal markets, the ongoing integrity of informal safety nets in the 
face of rapid monetisation and urbanisation as well as exploring ways to increase financial 
inclusion could each better inform the design of the social protection policies proposed in 
Section 7.3 above. In addition, further research should bring a stronger gendered lens to 
household vulnerability and resilience given the apparent unique vulnerabilities of women in 
the local context. Trials could be arranged, for example, that place women at the centre of the 
social protection policy framework. Further, marketplaces could be made attractive and safe 
for women through the provision of proper improved sanitation and lighting, financial services 
and child care. 
Lastly, research into the longer-term effects of households’ coping mechanisms could also 
show whether households are coping with current shocks at the expense of weakening their 
human capital and increasing their vulnerability to future shocks.  
7.6. Conclusion 
Since the manifestation of the recent global macroeconomic shocks studied in this research, the 
extreme cyclicality of the world economy has continued apace. As the global economy 
recovered from the effects of the slowdown, commodity prices once again rose strongly, with 
food and fuel prices returning to around historically elevated levels. Moreover, the 
Organisation for Economic Cooperation and Development (OECD) note that the global 
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economy continues to face some important headwinds, including concerns over bank solvency 
in Europe, broad deleveraging in financial and government sectors and the threat of a double-
dip recession in key developed countries. The risks of a new major contraction in global output 
cannot be ruled out (OECD, 2012).  
Against this backdrop are human consequences of shocks. The ripples of global economic 
shocks do and will continue to stretch outwards and affect the SIDS of Vanuatu and Solomon 
Islands. The conclusions of this research illustrate why local policymakers and international 
aid donors should be interested in understanding the vulnerability and resilience of households 
in developing countries to global macroeconomic shocks, and particularly in Vanuatu and 
Solomon Islands: two countries that are renowned for being among the most vulnerable in the 
world.  
As this research has shown, households in Vanuatu and Solomon Islands live unique lives in 
distinctive environments. While undoubtedly exposed to an array of exogenous economic 
shocks and natural disasters – along with the resultant impacts of poverty and vulnerability to 
poverty – the combination of environmental resources, strong community ties and the general 
resourcefulness of households means that there is generally a range of mechanisms at 
households’ disposal that provide resilience from the effects of shocks. In addition, households 
that are wealthier, better educated and with a relatively stable income source are equipped to 
withstand the effects of shocks.  
In order to reduce households’ vulnerability and strengthen their resilience to the impacts of 
future shocks, a coherent and integrated social protection policy framework must be 
implemented that builds upon, rather than weakens, the unique assets of the local context. To 
the extent that household–level resilience underpins national-level resilience, such a policy 
framework should be viewed as an investment that paves the way for more stable and 
prosperous national economies.  
Importantly, households’ vulnerability is not insuperable; with accurate information on the 
transmission of previous shocks, as well as the proximate causes of vulnerability (and the 
efficacy of resilience mechanisms) policies can be designed and targeted to reduce 
vulnerability and strengthen resilience. Moreover, understanding the existing risk-management 
pathways that households use during shocks can facilitate the rapid roll-out of interventions 
during future crises. Thus, by both broadening and deepening the understanding of households’ 
vulnerability and resilience in Vanuatu and Solomon Islands, it is hoped that this research will 
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help shape the policy landscape, to mitigate the risk of poverty-prevention resources being 
misdirected for want of better evidence and, ultimately, improve the lives of Ni-Vanuatu and 
Solomon Islanders.   
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APPENDIX 
Appendix A: Detailed list of villages surveyed: 
Community in 
Vanuatu Villages surveyed 
Community in 
Solomon Islands Villages surveyed 
Port Vila 
• Ohlen (Feswin and 
Mataso) 
• Blacksands 
Honiara • Burns Creek   
• White River 
Luganville • Pepsi 
• Sarakata Auki 
• Lilisiana  
• Ambu  
Baravet • Baravet village GPPOL 
• M’Binu 
• Ngalibiu 
• Foxwood 
Hog Harbour • Hog Harbour village Malu’u 
• Malu’u Station 
• Raubabata 
• Gwaunataerau 
• A’ama 
• Kwene 
• Darawarau 
• Mana’ambu 
Mangalilu 
• Mangalilu village 
• Natapao village 
(Lelepa Island) 
Weather Coast 
• Haimabulu  
• Oa'a  
• Sava  
• Vata Vatali  
• Vasakapicha  
• Marauiapa – Komahaoru  
• Suhu  
• Komuta'a 
Banks Islands  
• Ra Island 
• Nerikniman (Mota 
Lava Island) 
• Todoulak (Mota Lava 
Island) 
Vella Lavella • Uzaba village 
• Pusisama village 
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Appendix B: Descriptive statistics of each community in the sample  
 
 
 
 
 
V
a
n
u
a
t
u
 
/
 
S
o
l
o
m
o
n
 
I
s
.
 
 
C
a
p
i
t
a
l
 
C
i
t
y
 
U
r
b
a
n
 
/
 
R
u
r
a
l
 
Primary 
income-
generating 
activity 
Essential service 
accessa 
Primary food 
sourceb 
Transport 
Infrastructurec 
Population 
(approx.)d 
Distance from 
respective 
capital 
(approx.)e 
Cultural 
Heterogeneityf 
Port Vila 
(Blacksands) V  U 
Employed in 
construction, 
hospitality, public 
transport, retail stores 
Mecartney (2000, 
p101).  
• Water 67% 
• Sanitation 43% 
• Electricity 60% 
• Secondary School 26% 
• Primary School 48% 
• Medical 43% 
• Bank 21% 
• Garden/reef 68% 
• Store 27% 
• Wild 2% 
• Relatives 2%  
Direct bus access to 
town. Sealed and 
unsealed steep roads. 
 
 
5,000 
N/A 
• Incumbent island 
28% 
• Other 72% 
Port Vila 
(Ohlen) V  U 
Employed in 
government offices 
and private 
companies, kava 
nakamals, roadside 
markets, marijuana 
trade, prostitution, 
etc. (UNICEF 2011, 
p13). 
• Water 93% 
• Sanitation 67% 
• Electricity 89% 
• Secondary School 43% 
• Primary School 64% 
• Medical 62% 
• Bank 37% 
• Garden/reef 40% 
• Market 2% 
• Store 56% 
• Supermarket 2% 
Direct bus access to 
town. Sealed and 
unsealed flat roads. 
1,000 N/A 
• Incumbent island 
30% 
• Other 70% 
Honiara 
(Burns Creek) S  U 
Full or part time 
employment, small 
scale, roadside 
selling (crops, fish, 
cakes), betel nut, 
black market alcohol, 
marijuana and 
gambling (Russell, 
2009). 
• Water 91% 
• Sanitation 73% 
• Electricity 64% 
• Secondary School 76% 
• Primary School 78% 
• Medical 87% 
• Bank 65% 
• Garden/reef 52% 
• Market 5% 
• Store 43% 
Unsealed road to Kukum 
Highway. Direct bus 
access to town and 
airport from Kukum 
Highway. 
3,000 N/A 
• Incumbent island 
46% 
• Other 54% 
Honiara  
(White River) S  U 
Full or part time 
employment, small 
scale, roadside 
selling (crops, fish, 
cakes), betel nut, 
black-market 
alcohol, marijuana 
and gambling 
(Russell, 2009). 
• Water 71% 
• Sanitation 40% 
• Electricity 26% 
• Secondary School 64% 
• Primary School 69% 
• Medical 38% 
• Bank 35% 
• Garden/reef 16% 
• Market 20% 
• Store 64% 
Unsealed road to Kukum 
Highway. Direct bus 
access to town and west 
Guadalcanal from 
Kukum Highway. 
4,000 N/A 
• Incumbent island 
47% 
• Other 53% 
Luganville 
(Sarakata) V  U 
Full or part time 
employment, market 
selling, cash-crop 
selling. 
• Water 98% 
• Sanitation 78% 
• Electricity 88% 
• Secondary School 61% 
• Primary School 85% 
• Medical 88% 
• Bank 78% 
• Garden/reef 22% 
• Market 10% 
• Store 68% 
Direct taxi and bus access 
to town. Sealed flat 
roads. Regular shipping 
and flights to Port Vila. 
1,500 276km 
• Incumbent island 
26% 
• Other 74% 
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Appendix B (cont.): Descriptive statistics of each community in the sample  
Luganville 
(Pepsi) V  U 
Full or part time 
employment, market 
selling, cash crop 
selling. 
• Water 82% 
• Sanitation 61% 
• Electricity 30% 
• Secondary School 48% 
• Primary School 59% 
• Medical 75% 
• Bank 55% 
• Garden/reef 36% 
• Store 64% 
Direct taxi access to 
town. Sealed and 
unsealed flat roads. 
Regular shipping and 
flights to Port Vila. 
1,500 276km 
• Incumbent island 
42% 
• Other 58% 
Auki (Lilisiana) S  U 
Fishing, full or part 
time employment, 
market selling. 
• Water 86% 
• Sanitation 3% 
• Electricity 20% 
• Secondary School 59% 
• Primary School 74% 
• Medical 43% 
• Bank 56% 
• Garden/reef 11% 
• Market 11% 
• Store 77% 
Unsealed roads. Bus 
access to town. Daily 
catamaran service to 
Honiara. Daily flights to 
Honiara.  
1,500 110km 
• Incumbent island 
65% 
• Other 35% 
Auki (Ambu) S  U Fishing, full or part time employment. 
• Water 93% 
• Sanitation 14% 
• Electricity 44% 
• Secondary School 70% 
• Primary School 84% 
• Medical 35% 
• Bank 54% 
• Garden/reef 2% 
• Market 21% 
• Store 77% 
Unsealed roads. Bus 
access to town. Daily 
catamaran service to 
Honiara. Daily flights to 
Honiara. 
1,500 110km 
• Incumbent island 
99% 
• Other 1% 
Baravet  V  R 
Subsistence farming, 
kava and copra 
production (Lebot et 
al. (1997). 
• Water 82% 
• Sanitation 34% 
• Electricity 66% 
• Secondary School 18% 
• Primary School 48% 
• Medical 42% 
• Bank 7% 
• Garden/reef 92% 
• Store 4% 
• Relatives 2% 
• Wild 2% 
Unsealed road to main 
shipping port and airstrip. 
Severed by flooded river 
and dilapidated bridge. 
Occasional flights to Port 
Vila. 
750 213km 
• Incumbent island 
88% 
• Other 12% 
Hog Harbour  V  R 
Subsistence farming, 
fishing, retail, 
tourism, timber, 
copra, transport 
(UNICEF 2011, 
p13). 
 
• Water 88% 
• Sanitation 82% 
• Electricity 28% 
• Secondary School 70% 
• Primary School 93% 
• Medical 87% 
• Bank 11% 
 
• Garden/reef 53% 
• Market 4% 
• Store 42% 
• Wild 1% 
Direct sealed road link to 
Luganville via East Santo 
Road. Regular bus 
service. 
750 317km 
• Incumbent island 
84% 
• Other 16% 
Mangalilu V  R 
Subsistence farming, 
fishing, retail, 
tourism (including 
Roi Mata World 
Heritage site). 
• Water 88% 
• Sanitation 45% 
• Electricity 76% 
• Secondary School 21% 
• Primary School 54% 
• Medical 65% 
• Bank 20% 
• Garden/reef 64% 
• Market 1% 
• Store 34% 
• Supermarket 1% 
Mangalilu: unsealed 
steep road to Efate Ring 
road. Lelepa: outboard 
motor boat ride to 
Managasi jetty on ring 
road. Regular public 
transport Port Vila on 
ring road  
1,500 17km 
• Incumbent island 
51% 
• Other 49% 
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Appendix B (cont.): Descriptive statistics of each community in the sample  
Banks Islands V  R Subsistence farming, fishing, tourism. 
• Water 88% 
• Sanitation 83% 
• Electricity 71% 
• Secondary School 19% 
• Primary School 78% 
• Medical 87% 
• Bank 5% 
• Garden/reef 96% 
• Store 4% 
Dilapidated 11km road to 
airstrip and port. Only 
one transport vehicle on 
the island. Direct 
outboard motor boat trip 
to Sola (TORBA 
provincial). Occasional 
flights to Luganville.  
800 455km 
• Incumbent island 
83% 
• Other 17% 
GPPOL Villages S  R 
Palm oil outgrowing, 
employment in palm 
oil processing plant, 
subsistence farming 
(Allen et al. n.d.).  
• Water 85% 
• Sanitation 69% 
• Electricity 59% 
• Secondary School 52% 
• Primary School 75% 
• Medical 69% 
• Bank 28% 
• Garden/reef 59% 
• Market 1% 
• Store 39% 
• Relatives 1% 
Direct connection to 
Honiara via sealed 
Kukum Highway. 
Regular busses.  
1,000 29km 
• Incumbent island 
77% 
• Other 23% 
Malu’u  S  R 
Subsistence farming, 
copra, cocoa, 
logging, fishing 
(MPGRD, 2001). 
• Water 96% 
• Sanitation 45% 
• Electricity 56% 
• Secondary School 79% 
• Primary School 80% 
• Medical 85% 
• Bank 3% 
• Garden/reef 61% 
• Market 6% 
• Store 30% 
• Relatives 1% 
• Wild 1% 
Direct 80km sealed road 
to Auki, subject to 
flooding and sea 
inundation. Daily 
crowded truck service. 
2,000 142km 
• Incumbent island 
96% 
• Other 4% 
Weather Coast S  R Subsistence farming, fishing.  
• Water 88% 
• Sanitation 1% 
• Electricity 4% 
• Secondary School 14% 
• Primary School 41% 
• Medical 17% 
• Bank 0% 
• Garden/reef 96% 
• Store 3% 
• Relatives 1% 
1 hour private outboard 
motor boat trip required 
to airstrip / port at Marau 
substation. Very rough 
seas. Irregular flight and 
shipping services to 
Honiara.  
600 101km 
• Incumbent island 
99% 
• Other 1% 
Vella Lavella  S  R Subsistence farming, fishing.  
• Water 91% 
• Sanitation 33% 
• Electricity 49% 
• Secondary School 21% 
• Primary School 51% 
• Medical 23% 
• Bank 1% 
• Garden/reef 86% 
• Store 14% 
1 hour outboard boat trip 
across Solomon Sea to 
Gizo. Regular flights to 
Honiara from Gizo. 
500 394km 
• Incumbent island 
94% 
• Other 6% 
a – Proportion of households with access to improved water; improved sanitation; electricity; secondary school / primary school / medical centre / bank within half an hour’s travel (source: household survey). 
b – Households were asked to rank their most important food source (source: household survey). 
c – Transport infrastructure and primary income-generating activity (unless otherwise states) from author’s observation. 
d – Population estimates obtained from key informant interviews with community leaders. 
e – Euclidean (straight-line) distances between location and the respective capital city; calculated using Google maps. 
f – Cultural heterogeneity measured as the proportion of people in each community surveyed who originate from the “incumbent island” compared with those who originate from another location (source: household survey) . 
Source: Author (unless otherwise specified). 
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Appendix C: Deprivation rates  
Percentage of households in each community that are deprived in the relevant indicator 
 MPI MMPI 
 Health Education Standard of Living Access 
Community Child 
mortality Nutrition 
Years of 
schooling 
School 
attendance Electricity Sanitation Water Floor 
Cooking 
fuel Assets Garden 
Social 
support Services 
Total 
  8.0 14.9   9.0   6.7 48.1 50.7 13.6 15.5   87.3 40.3 11.8 21.4 57.9 
Urban 8.6 22.9 6.8 8.6 46.6 51.3 16.3 8.0 78.6 20.8 27.9 18.7 51.6 
Rural 7.6 10.5 10.2 5.7 49.0 50.3 12.1 19.6 92.1 27.7 3.1 22.8 61.3 
Vanuatu 
  6.4 15.6   6.4   5.1 37.8 37.8 14.1 20.3   85.5 37.0   8.6 18.0 54.3 
Port Vila 
  6.9 26.4 11.5   8.0 25.3 44.8 19.5 27.6   86.2 34.5 13.8 24.1 64.4 
Luganville 
  7.1 18.8   0.0   4.7 42.4 30.6   9.4   1.2   64.7 32.9 22.4 14.1 27.1 
Hog Harbour 
  7.9   6.6   1.3   6.6 72.4 18.4 11.8   3.9   86.8 47.4   5.3   6.6 35.5 
Mangalilu 
  5.3 14.7 12.0   2.7 24.0 54.7 14.7 22.7   85.3   9.3   5.3 36.0 62.7 
Baravet 
  7.5 11.9   6.0   4.5 34.3 65.7 17.9 31.3   95.5 35.8   0.0 23.9 80.6 
Banks Islands 
  3.8 12.8   7.7   3.8 29.5 16.7 11.5 37.2   97.4 61.5   1.3   3.9 60.3 
Solomon 
Islands   9.4 14.2 11.5   8.2 58.1 63.0 13.1 10.9   89.1 43.5 15.0 24.6 61.4 
Honiara 11.5 17.2   8.0   9.2 54.0 42.5 21.8   1.1   69.0 25.3 35.6 16.1 47.1 
Auki 
  9.0 29.5   7.7 11.5 66.7 91.0 14.1   1.3   96.2 20.5 41.0 20.5 69.2 
GPPOL 11.8   2.4   8.2   4.7 41.2 30.6 16.5   1.2   82.4 31.8   9.4 30.6 57.7 
Malu’u 
  8.5 17.1 20.7   3.7 43.9 54.9   3.7   7.3   92.7 45.1   0.0 26.8 20.7 
Weather 
Coast 13.0   1.3 24.7 11.7 96.1 98.7 11.7 57.1 100.0 93.5   2.6 29.9 90.9 
Vella Lavella 
  2.6 17.9   0.0   7.7 50.0 66.7 10.3   0.0   97.4 48.7   0.0 24.4 87.2 
For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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Appendix D: Contributions to poverty   
Percentage contribution each dimension makes to overall poverty in each community 
 MPI MMPI 
Community Health Education Standard of living Total Health Education 
Standard of 
living Access Total 
Total 29.0 22.7 48.3 100.0 20.0 14.9 37.2 27.8 100.0 
Vanuatu 32.5 20.8 46.7 100.0 23.0 13.4 36.5 27.1 100.0 
Port Vila 33.3 22.2 44.4 100.0 23.3 14.8 35.7 26.1 100.0 
Luganville 42.3 12.7 45.1 100.0 28.3 11.3 32.1 28.3 100.0 
Hog Harbour 34.5 17.2 48.3 100.0 31.0 10.3 31.0 27.6 100.0 
Mangalilu 27.3 27.3 45.5 100.0 18.2 13.6 36.4 31.8 100.0 
Baravet 38.2 16.4 45.5 100.0 22.0   9.8 40.7 27.6 100.0 
Banks Islands 21.4 25.0 53.6 100.0 18.5 18.5 43.2 19.8 100.0 
Solomon Islands 27.0 23.8 49.2 100.0 18.2 16.1 37.5 28.2 100.0 
Honiara 32.2 20.1 47.7 100.0 23.7 16.9 33.3 26.0 100.0 
Auki 37.1 17.8 45.0 100.0 22.4 11.2 32.3 34.2 100.0 
GPPOL 33.3 25.0 41.7 100.0 24.5 18.4 34.7 22.4 100.0 
Malu’u 28.6 25.0 46.4 100.0 25.0 19.2 37.8 17.9 100.0 
Weather Coast 12.2 30.0 57.8 100.0   8.0 19.7 44.7 27.7 100.0 
Vella Lavella 32.1 21.4 46.4 100.0 19.4 10.8 35.3 34.5 100.0 
For a definition of urban and rural refer to Table 2.1 in Chapter 2. Numbers may not sum due to rounding. 
Source: Author. 
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Appendix E: Poverty intensity 
Share of households in each level of poverty intensity, by community 
 MPI MMPI 
Community Non-poor, non-
vulnerable 
Vulnerable 
(near-poor) 
Less-severe 
poor Severe poor Total 
Non-poor, non-
vulnerable 
Vulnerable 
(near-poor) 
Less severe 
poor Severe poor Total 
Total 54.4 25.1 14.9   5.6 100.0 40.3 37.5 17.5   4.7 100.0 
Vanuatu 61.5 22.6 12.0   3.8 100.0 48.9 33.3 15.6   2.1 100.0 
Port Vila 48.3 24.1 20.7   6.9 100.0 35.6 29.9 31.0   3.4 100.0 
Luganville 70.6 18.8   5.9   4.7 100.0 64.7 22.4 10.6   2.4 100.0 
Hog Harbour 67.1 22.4   9.2   1.3 100.0 67.1 25.0   6.6   1.3 100.0 
Mangalilu 61.3 25.3 10.7   2.7 100.0 45.3 36.0 16.0   2.7 100.0 
Baravet 61.2 22.4 10.4   6.0 100.0 28.4 52.2 16.4   3.0 100.0 
Banks Islands 61.5 23.1 14.1   1.3 100.0 50.0 38.5 11.5   0.0 100.0 
Solomon 
Islands 47.4 27.5 17.9   7.2 100.0 32.0 41.5 19.3   7.2 100.0 
Honiara 56.3 20.7 17.2   5.7 100.0 35.6 43.7 16.1   4.6 100.0 
Auki 42.3 23.1 23.1 11.5 100.0 15.4 43.6 29.5 11.5 100.0 
GPPOL 70.6 18.8   5.9  4.7 100.0 56.5 31.8   8.2   3.5 100.0 
Malu’u 51.2 22.0 18.3    8.5 100.0 51.2 29.3 15.9   3.7 100.0 
Weather Coast 
  2.6 55.8 29.9 11.7 100.0    2.6 48.1 29.9 19.5 100.0 
Vella Lavella 57.7 26.9 14.1   1.3 100.0 26.9 53.8 17.9   1.3 100.0 
Total non-poor includes both non-poor, non-vulnerable households and vulnerable (near poor) households. Total poor includes less-severe poor households and severe poor households. Total non-poor and total poor sum to 100. 
Non-poor, non-vulnerable households have a weighted average deprivation score of less than 0.20. Vulnerable (near-poor) households have a weighted average deprivation score greater than or equal to 0.20 and less than 0.33. 
Less-severe poor households have a weighted average deprivation score greater than or equal to 0.33 and less than 0.50. Severe poor households have weighted average deprivation score greater than or equal to 0.50. Numbers may 
not sum due to rounding. 
Source: Author. 
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Appendix F: Types of shocks experienced by households 
Percentage of sample  
Shock Type Definition  Total N = 955 
Urban 
N=337 
Rural 
N = 618 
Pr
ic
e 
Sh
o
ck
s 
Nominal food inflation  A household reported the price of food went 
up or up a lot.  87.0 91.4*** 84.6 
Real food inflation  A household reported that purchasing food 
was harder or a lot harder. 75.0 77.4 73.6 
Severe nominal food 
inflation  
A household reported the price of food went 
up a lot. 23.0 27.6 20.6 
Severe real food inflation A household reported that purchasing food 
was a lot harder. 12.3 17.2*** 9.5 
Nominal fuel inflation  A household reported the price of fuel went 
up or up a lot.  73.3 78.6*** 70.4 
Real fuel inflation  A household reported that purchasing fuel 
was harder or a lot harder. 67.8 73.0** 64.9 
Severe nominal fuel 
inflation  
A household reported the price of fuel went 
up a lot. 15.7 17.2 14.9 
Severe real fuel inflation A household reported that purchasing fuel 
was a lot harder. 8.4 11.0** 7.0 
N
o
n
-
pr
ic
e 
sh
o
ck
s 
Labour market Reduced employment (job loss, reduced hours) or wages cut. 15.6 24.9*** 10.5 
Fall in demand  Fall in the demand for things that the house 
sells (including tourism).  4.9 3.3* 5.8 
Fall in supply Ran out of the things that the household 
sells. 2.9 2.4 3.2 
Fall in remittances Family / friends reduced the amount of 
money that they send.  0.8 0.9 0.8 
Crime Victim of crime (theft or goods, livestock or 
crops). 36.5 32.3** 38.8 
Custom  
Custom event that required a rise in 
household expenditure including increase in 
fundraising, bride price, and compensation.  
14.2 14.2 14.2 
Death / illness Death / illness or severe injury of a member 
of the household.  30.1 30.8 29.6 
Move in  Extended family (wantok) moving into the house.  11.4 19.0*** 7.3 
Crop failure Household experienced crop failure. 38.1 22.0*** 46.9 
Natural disaster Household experienced a natural disaster. 55.8 44.8*** 61.8 
Other Any other significant event that made life hard. 15.8 17.8 14.7 
 
Positive economic shock 
Positive labour-market shock, rise in 
commodity prices, one off-transaction, asset 
sale, increase in remittances.   
26.1 25.5 26.4 
For a definition of urban and rural refer to Table 2.1 in Chapter 2. *, **, *** indicate the results of t-tests of significance between rural and urban households at the 
10, 5 and 1 per cent levels of significance, respectively. Some shocks identified in Table 4.2 (including default on a loan, divorce/ separation) and are not specified 
because of a lack of observations. 
Source: Author. 
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Appendix G: Tetrachoric correlation matrix of households’ shock experience  
Price Shocks Non-Price Shocks 
Nominal 
food 
inflation 
Real 
food 
inflation  
Severe 
nominal 
food 
inflation 
Severe 
real 
food 
inflation  
Nominal 
fuel 
inflation 
Real 
fuel 
inflation 
Severe 
nominal 
fuel 
inflation 
Severe 
real fuel 
inflation 
Labour 
market  
Fall in 
demand 
Fall in 
supply 
Fall in 
remittances Crime Custom 
Death / 
illness 
Move 
in  
Crop 
failure 
Natural 
disaster Other 
Nominal food inflation 1.000 
                  
Real food inflation 0.787 1.000 
                 
Severe nominal food 
Inflation 1.000 0.501 1.000                 
Severe real food inflation 0.555 1.000 0.832 1.000 
               
Nominal fuel inflation 0.619 0.576 0.253 0.154 1.000 
              
Real fuel inflation 0.646 0.718 0.239 0.178 0.921 1.000 
             
Severe nominal fuel 
inflation 0.530 0.412 0.830 0.648 1.000 0.512 1.000             
Severe real fuel inflation 0.384 0.495 0.788 0.794 0.639 1.000 0.840 1.000 
           
Labour market  -0.073 -0.090 0.133 0.257 -0.016 -0.071 0.046 0.068 1.000 
          
Fall in demand  -0.126 -0.039 0.006 -0.040 -0.014 0.034 0.066 0.170 -0.231 1.000 
         
Fall in supply -0.026 0.000 -0.024 0.042 -0.235 -0.083 -0.101 0.062 -0.313 -1.000 1.000 
        
Fall in remittances 1.000 0.169 -0.147 -1.000 0.187 0.242 -1.000 -1.000 -1.000 -1.000 -1.000 1.000 
       
Crime 0.085 0.029 0.024 0.137 -0.015 -0.141 0.025 -0.041 0.052 -0.119 -0.436 -1.000 1.000 
      
Custom 0.037 -0.085 -0.206 -0.232 0.123 0.011 -0.068 -0.189 -0.004 -0.206 0.001 -1.000 -0.059 1.000 
     
Death / illness -0.066 -0.058 -0.021 0.027 -0.111 -0.078 -0.039 0.148 0.124 0.163 -0.066 -0.055 -0.235 0.286 1.000 
    
Move in -0.093 -0.171 -0.177 -0.010 -0.047 0.048 -0.099 -0.169 0.271 0.081 -0.242 -1.000 -0.162 0.058 -0.012 1.000 
   
Crop failure 0.003 0.070 -0.118 -0.008 -0.065 -0.005 -0.142 0.009 -0.103 -0.025 -0.028 0.225 0.325 -0.135 -0.019 -0.185 1.000 
  
Natural disaster -0.073 0.045 -0.068 -0.108 0.043 -0.023 -0.171 -0.147 -0.123 -0.006 -0.064 0.190 0.136 -0.011 0.052 -0.147 0.323 1.000 
 
Other 0.100 0.067 0.262 0.235 0.031 0.058 0.230 0.227 -0.192 -0.064 0.036 -0.054 0.078 -0.232 -0.134 0.017 -0.146 -0.262 1.000 
Source: Author. 
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Appendix H: Bunching shocks: correlation structure of shocks* 
Reported statistic: factor loadings (pattern matrix) and unique variances 
Shock/ factors Factor 1 Factor 2 Factor 3 Factor 4 
Nominal food inflation  0.7953 0.058 -0.0682 -0.2281 
Real food inflation 0.8388 0.1694 -0.0269 -0.2906 
Nominal fuel inflation  0.8894 -0.1307 0.0668 0.325 
Real fuel inflation 0.9379 -0.1679 0.0102 0.173 
Labour market -0.0902 -0.25 -0.1899 0.1577 
Crime -0.0068 0.4993 -0.2352 0.1751 
Custom 0.0158 -0.2379 0.3661 0.0748 
Death / illness -0.0986 -0.1973 0.4337 -0.0468 
Move in -0.0908 -0.4724 -0.2616 0.2185 
Crop failure 0.0095 0.5593 0.0623 0.1916 
Natural disaster 0.0063 0.387 0.2665 0.2343 
*Calculated using tetrachoric correlation matrix. Several shock types were dropped from the factor analysis owing to the lack of a positive semi-
definite tetrachoric correlation matrix. Other shocks were dropped on account of being wholly-contained subsets of the relevant inflation shock, 
including: severe food inflation; severe fuel inflation; severe real food inflation and severe real fuel inflation. Shocks relating to fall in demand fall 
in supply and fall in remittances and ‘other’ were excluded owing to a lack of data.  
Source: Author. 
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Appendix I: Primary shock experiences of households in Vanuatu and Solomon Islands  
Percentage of households that experienced each shock; by community; standard errors in parentheses 
 
Solomon Islands Vanuatu 
 
Honiara Auki GPPOL Malu’u Weather Coast  
Vella 
Lavella Total Port Vila Luganville Baravet 
Hog 
Harbour Mangalilu 
Banks 
Islands Total 
Nominal 
inflation 
93.1 94.9 89.4 87.8 87.0 93.6 91.0 88.5 100.0 94.0 86.8 85.3 94.9 91.7 
(2.7) (2.5) (3.4) (3.6) (3.9) (2.8) (1.3) (3.4) (-) (2.9) (3.9) (4.1) (2.5) (1.3) 
Real inflation 
78.2 92.3 77.6 71.9 83.1 85.9 81.3 79.3 88.2 83.6 75.0 80.0 91.0 82.9 
(4.5) (3.0) (4.5) (5.0) (4.3) (4.0) (1.8) (4.4) (3.5) (4.6) (5.0) (4.6) (3.2) (1.7) 
   Real food     
   inflation 
72.4 88.4 65.9 64.6 81.8 80.7 75.4 73.6 76.5 80.6 57.9 70.7 88.5 74.6 
(4.8) (3.6) (5.2) (5.3) (4.4) (4.5) (2.0) (4.8) (4.6) (4.9) (5.7) (5.3) (3.6) (2.0) 
   Real fuel  
   inflation 
66.7 79.5 68.2 47.6 74.0 55.1 65.1 65.5 81.2 70.4 55.3 66.7 83.3 70.5 
(5.1) (4.6) (5.1) (5.5) (5.0) (5.7) (2.2) (5.1) (4.3) (5.6) (5.7) (5.5) (4.2) (2.1) 
Environmental  
54.0 57.7 77.6 74.4 79.2 85.9 71.3 71.3 25.9 76.1 65.8 69.3 80.8 64.1 
(5.4) (5.6) (4.5) (4.8) (4.7) (4.0) (2.1) (4.9) (4.8) (5.2) (5.5) (5.4) (4.5) (2.2) 
Crime  
23.0 5.1 35.3 40.2 2.6 39.7 24.6 57.5 41.2 29.9 47.4 44.0 70.5 48.9 
(4.5) (2.5) (5.2) (5.4) (1.8) (5.6) (2.0) (5.3) (5.4) (5.6) (5.8) (5.8) (5.2) (2.3) 
Lifestyle 
33.3 46.2 42.4 45.1 28.6 39.7 39.2 43.7 24.7 67.2 26.3 36.0 21.8 35.9 
(5.1) (5.7) (5.4) (5.5) (5.2) (5.6) (2.2) (5.3) (4.7) (5.8) (5.1) (5.6) (4.7) (2.2) 
Labour market  
28.7 15.4 27.1 12.2 2.6 15.4 17.2 31.0 23.5 1.5 3.9 13.3 5.1 13.9 
(4.9) (4.1) (4.8) (3.6) (1.8) (4.1) (1.7) (5.0) (4.6) (1.5) (2.2) (4.0) (2.5) (1.6) 
Move in  
24.1 11.5 14.1 15.9 0 5.1 12.1 19.5 20.0 10.4 1.3 9.3 1.2 10.6 
(4.6) (3.6) (3.8) (4.0) (-) (2.5) (1.4) (4.2) (4.3) (3.7) (1.3) (3.3) (1.2) (1.4) 
Source: Author. 
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Appendix J: Experience of positive shocks 
Percentage of households that experienced each shock; by community; standard errors in parentheses   
 
Solomon Islands Vanuatu 
 
Honiara Auki GPPOL Malu’u Weather Coast  
Vella 
Lavella Total Port Vila Luganville Baravet 
Hog 
Harbour Mangalilu 
Banks 
Islands  Total 
Positive Shock*  
41.1 21.8 21.2 19.5 23.4 29.5 26.3 14.9 23.5 16.4 35.5 25.3 39.7 25.9 
(5.3) (4.7) (4.5) (4.4) (4.9) (5.2) (2.0) (3.8) (4.6) (4.6) (5.6) (5.1) (5.6) (2.0) 
Of which (% of total) 
      
 
      
 
Labour market event 31.4 41.2 52.9 43.8 11.1 21.7 32.5 23.1 70.0   9.1 18.5 10.5 45.2 32.2 
Tourism increase   0.0   0.0   0.0   0.0   0.0   0.0   0.0   7.7   0.0   9.1 37.0   0.0   6.5 11.6 
Commodity income 
increase 14.3 0.0 23.5 6.3 44.4 13.0 16.7 38.5 15.0 54.5 18.5 31.6 9.7 23.1 
One off transaction 14.3 35.3   0.0 18.8   5.6 21.7 15.9   0.0   5.0   9.1   0.0 10.5 29.0 10.7 
Asset sale   0.0   5.9   0.0 0.0   5.6   8.7   3.2   7.7   5.0   0.0   3.7 26.3   6.5   8.3 
Other 40.0 17.6 23.5 31.3 33.3 34.8 31.7 23.1   5.0 18.2 22.2 21.1   3.2 14.0 
* Labour market events include a new job or an increase in wages. Commodity income increases include commodity price increases or more crops growing; one off transactions include setting up a stall at Independence Day 
celebration in Vanuatu, receipt of a bride price, arrangement of a rental lease, and a bumper catch of fish. Other includes receipt of a loan, an inheritance, and an unexpected increase in remittances 
Source: Author. 
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Appendix K: An alternative non-monetary measure of household well-being calculated 
using households’ assets and dwelling characteristics  
While not a specific focus of the research, this thesis makes an additional important 
contribution to the understanding of household well-being in Vanuatu and Solomon Islands by 
using survey data to construct non-monetary indices of wealth. This reflects a common trend in 
analyses of household welfare in developing countries to characterise well-being using 
observed information on households’ assets and dwelling characteristics. This appendix 
provides a review of the literature into non-monetary household wealth indices before detailing 
the construction of two separate wealth indices – one based on conventional artefacts of wealth 
and another based on items specific to the Melanesian context – that are used as explanatory 
variables in econometric models throughout this thesis.  
Literature review  
In their seminal paper, Filmer and Pritchett (2001) use principal component analysis (PCA) to 
construct a single, latent, variable from 21 different household assets in rural India (the authors 
refer to the index as “wealth”).179, 180 The authors find that their index is robust to the assets 
included, produces internally consistent results, and predicts school enrolment in India better 
than consumption. They argue that such a wealth variable may therefore be preferable to 
consumption or income as a proxy for long-run household wealth, since, unlike wealth, both 
durable assets and dwelling characteristics can be observed with precision. They also find that 
wealth scores correlate strongly with household consumption and other indicators of well-
being such as education and health status. A substantial number of authors have since 
successfully adopted the approach to explain, inter alia, health outcomes, extreme poverty and 
inequality, as well as controlling for economic status in program evaluation when expenditures 
data are not available (see Filmer and Scott, 2012, p360 for a detailed list of references). 
Günther and Harttgen (2009, p1227) provide three main justifications for using unobserved 
latent variables constructed from a range of observable indicators: (i) they provide an accurate 
proxy for an underlying measure of interest; (ii) endowments of various assets are usually 
highly correlated with each other; if each asset were shown separately as explanatory variables 
                                                          
179
 The PCA process involves extracting orthogonal linear combinations of assets that capture the most common information, with the first 
principal component (eigenvector) being the linear combination of variables that explains the maximum possible variance. The first principal 
component is therefore the latent unobserved variable (wealth) that manifests itself through ownership of different assets (see Mardia et al. 
1980 for an exposition on the statistical properties of PCA). 
180
 The variables included in Filmer and Pritchett’s wealth index include data on household durable assets (including radio, television, bicycle, 
motorcycle, clock, and sewing machine), quality of water and sanitation facilities, number of rooms in dwelling, and construction materials 
used in the dwelling. 
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in a regression model they would not show any significance; and (iii) the benefits of 
parsimony, that is, grouping the variables together helps limit the number of parameters in a 
model. 
The usefulness of such aggregated indices is demonstrated in their widespread inclusion as 
independent variables in multivariate regression analyses of household well-being. Examples 
include community infrastructure indices using community asset data (Günther and Harttgen 
2009; Azam and Imai 2012), household wealth using durable assets (Del Ninno et al. 2006), 
and agricultural wealth using agricultural assets and non-agricultural wealth using household 
durable assets (Zezza et al. 2008). In Melanesia, Schwartz et al. (2011, p1131) also constructed 
an index of household wealth using characteristics of the dwelling, rather than income, 
“because the latter is often problematic for households heavily engaged in subsistence-based 
activities”. Lordian et al. (2012, p180) construct a PCA wealth index in their study of the 
relationship between health and socioeconomic status in Fiji, on account of the fact that wealth 
represents more stationary indicator of well-being than does either income or consumption.  
In line with this trend, this research uses survey data to construct indices of households’ 
socioeconomic status based on households’ assets and dwelling characteristics and with a view 
to including the results in multivariate regression analyses.  
However despite its wide popularity, the analysis in Filmer and Pritchett (2001) has been 
critiqued for failing to adequately address some important methodological issues. In particular, 
the analysis uses PCA (which works best when data are multivariate normal and continuous) to 
model several binary dummy variables that represent asset ownership (Moser and Felton, 
2007). In addition each category of ordinal variables is treated as an independent dummy 
variable. Kolenikov and Angeles (2009, p138) argue that treating discrete data in this way is 
likely to produce “the same sort of violations that econometricians are concerned with in the 
discrete dependent variable models, such as the logit/probit models and their ordered 
versions”. In other words, dichotomised variables lead to spurious correlations. They therefore 
suggest an alternative approach, using polychoric PCA, which obtains a correlation matrix “by 
combining the pairwise estimates of the polychoric, polyserial, or moment correlations” 
(Kolenikov and Angeles, 2009, p137).181 The authors argue that this makes their approach 
                                                          
181 Kolenikov and Angeles (2008, p135) define polychoric and polyserial correlations as “the maximum likelihood estimates of the correlation 
between the unobserved normally distributed continuous index variables underlying their discretized versions.” This provides the same 
correlation coefficients as a tetrachoric correlation matrix. 
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specifically designed for categorical variables, including dummies of asset holdings and 
ordinal data yields more accurate coefficient estimates than PCA. 182 
A number of papers have acknowledged the intuitive superiority of the polychoric PCA over 
conventional PCA for constructing asset indices when using dummy variables (Ferreira et al. 
2010, p6; Vu and Baluch, 2011, p355).  
Constructing conventional and traditional wealth indices in the Melanesian context 
Using the suggested estimation technique in Kolenikov and Angeles (2009) and 14 separate 
indicators, based loosely on the categories used in Filmer and Pritchett (2001), this research 
constructs a wealth index for households in Vanuatu and Solomon Islands.183 This is referred 
to as “conventional” wealth insofar as it includes variables that are conventionally used in the 
literature and the fact that it provides a counterpoint from the measure of “traditional” wealth, 
described below. Table 1 provides a full list of the assets and dwelling characteristics included 
in the index and the polychoric PCA coefficients.  
Table 1: Conventional wealth index 
Asset Coefficient Asset Coefficient 
Clock: Yes  0.2026 Unimproved drinking water: Yes* -0.2054 
Clock: No -0.1856 Unimproved drinking water: No 0.0296 
Bicycle: Yes 0.2629 Flush Toilet: Yes 0.2113 
Bicycle: No -0.0551 Flush Toilet: No -0.2060 
Radio: Yes 0.1539 Electricity: Yes 0.2268 
Radio: No -0.1463 Electricity: No -0.2415 
TV: Yes 0.3880 High quality building materials: Yes** 0.1851 
TV: No -0.1638 High quality building materials: No -0.3251 
Computer: Yes 0.6408 High quality roofing materials: Yes** 0.2313 
Computer: No -0.0597 High quality roofing materials: No -0.2218 
Sewing machine: Yes 0.1838 Cook with biomass: Yes -0.0670 
Sewing machine: No -0.1440 Cook with biomass: No 0.4644 
Mobile phone: Yes 0.0947 Inside kitchen: Yes 0.3372 
Mobile phone: No -0.5067 Inside kitchen: No -0.0818 
*According to WHO/UNICEF (2013). 
** High quality building materials include concrete wood or tin, while high quality roofing materials include tin or tiles.  
The first Eigenvalue is 5.49 and the second is 1.59 
Source: Author. 
 
                                                          
182 The authors use a Monte Carlo exercise on simulated data that suggests that polychoric PCA estimates predicts ‘true’ coefficient more 
accurately than PCA estimates.  
183
 Indexes were calculated using both polychoric PCA and conventional PCA. The pairwise correlation coefficient between the two wealth 
indices is 0.99, though the different absolute values of the wealth indices results in a small reordering of households, particularly around the 
mean of the distribution. In addition, polychoric PCA index has a smaller standard deviation and a distribution that is slightly less skewed. 
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To the extent that the conventional wealth index is comprised of a number of items that are 
regularly found in urban areas there is a risk that it will be geographically biased. Moreover, 
given that a substantial proportion of Melanesian households reside in a rural setting, it also 
follows that the conventional wealth index may not completely capture the most important 
aspects of wealth in Melanesian life. Indeed, there may be other, more contextually relevant, 
determinants of household well-being in Vanuatu and Solomon Islands that are not ordinarily 
captured in conventional wealth index frameworks. The Malvatumauri National Council of 
Chiefs in Vanuatu (MNCC), with the support of the Melanesian Spearhead Group, has 
recognised this and has sought to enumerate alternative measures of well-being in Melanesia. 
They include in their analysis of well-being subjective measures of happiness and satisfaction, 
as well as objective measures including access to resources, cultural practices, community 
vitality and well-being (MNCC, 2012).  
Accordingly, this thesis complements the conventional wealth index with a “traditional” 
wealth index, using the same polychoric PCA methodology as explained above. The variables 
used draw heavily from the work of the MNCC, and other literature on Melanesian wealth, and 
are sourced from the same survey. Table 2 provides a full list of the assets included in the 
traditional wealth index and the polychoric PCA coefficients.  
Table 2: Traditional wealth index 
Asset Coefficient Asset Coefficient 
Pig: Yes   0.3902 Saltwater access: Yes  0.1097 
Pig: No -0.2152 Saltwater access: No -0.4348 
Chicken: Yes  0.4133 Garden: Yes   0.1006 
Chicken: No -0.2157 Garden: No -0.7176 
Canoe: Yes  0.2929 Can access garden in <30 minutes: Yes  0.0775 
Canoe: No -0.3479 Can access garden in <30 minutes: No -0.0944 
Rent land from others: Yes -0.8554 Decision maker in household regarding 
expenditure: Male -0.1404 
Rent land from others: No  0.0629 Decision maker in household regarding 
expenditure: Female  0.0234 
Member of church group: Yes  0.0474 Decision maker in household regarding 
expenditure: Both  0.1756 
Member of church group: Yes -0.2576   
The first Eigenvalue is 2.74 and the second is 1.39. 
Source: Author. 
By combining sophisticated modelling techniques with local artefacts of wealth this traditional 
wealth index provides a unique and contextually relevant measure of household well-being. 
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For example, livestock, in particular pigs, are an important prestige asset in Melanesia.184 
Chowning notes that “in all Melanesian societies, wealth consists primarily of two things: 
domestic pigs and some sort of small portable valuables, usually made of seashell. There are 
always additional valuables, but the primary ones are considered essential to major 
transactions, such as marriage payments and compensation for death” (Chowning, 1977, p49). 
Consequently, the MNCC (2012, p44) explicitly include both pigs and chickens in their 
definition of “traditional wealth items”.185 
Additionally, given the centrality of subsistence farming and fishing in Melanesia, access to, 
and control over, land for gardening as well as access to a fishing craft, such as a canoe, are 
also likely to be fundamental to any measure of a household’s wealth. According to the 
MNCC, customary land is central to the cultural and spiritual identity of Melanesians, as well 
as providing livelihoods, shelter, medicine and other essential elements of life. Land is seen as 
a public good, and “the argument is often made that no one ‘owns’ land in Vanuatu and that 
families and the individuals within a family unit are better described as custodians of the land” 
(MNCC, 2012, p20). On the flipside, paying rent to live on a parcel of land is likely to suggest 
that a household is deprived of this control over the land. Empirically, renting status has also 
been found to be associated with poverty and vulnerability in the Pacific, owing to the insecure 
living status and conditions of renters, and the fact that they have limited legal protections 
(Chung and Hill, 2002; Storey, 2006). Consequently, renting status is included in the measure, 
though as a detraction from wealth.  
Other, less tangible, indicators of wealth, such as social capital, are inherently difficult to 
measure. However, Moser and Felton (2007) suggest using indicators of households’ 
participation in various groups as a proxy for social relationships – in particular membership of 
church groups and the extent to which intra-household decision making is shared by both men 
and women. Accordingly, an indicator of the gender equality of intra-household decision 
making is also included in the traditional wealth measure.  
The resultant index scores of conventional and traditional wealth provide distinct summary 
measures of household well-being in Vanuatu and Solomon Islands. They are used as an 
explanatory variable in multivariate regression analyses to explain households’ experiences of 
                                                          
184
 Initially, both pigs and gardens were included in the conventional wealth index. However, they made little difference to the explanatory 
power of the model. Excluding both variables also made no discernable difference to the index itself, with the two wealth indexes having a 
pairwise correlation of more than 0.997. 
185
 MNCC (2012) also include mats, yams and kava in their “traditional wealth items” however the survey did not capture information on these 
assets and thus they are not included in the traditional wealth index.  
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shocks (Chapter 4) and households’ resilience to the effects of recent global macroeconomic 
shocks (Chapter 5). They are also used in Chapter 6, which models households’ vulnerability 
to poverty, using MPI poverty as the dependent variable. A censored version of the 
conventional wealth index is used in Chapter 6 because a number of the components are the 
same as those in the MPI.186  
By construction, the mean value of each index is centred on zero. Vanuatu has a higher 
average score than Solomon Islands in both indices (Table 3). Urban households have a higher 
average score than rural households according to the conventional wealth index, while the 
reverse is the case for the traditional wealth index.  
Table 3: Conventional and traditional wealth scores by location type* 
 
Conventional wealth Traditional wealth 
 
Mean St dev. Mean St dev. 
Total 0.000 1.329 -0.001 0.937 
Vanuatu 0.235 1.208 0.162 0.984 
Solomon Islands  -0.231 1.399 -0.174 0.863 
Rural households  - 0.212 1.279 0.260 0.790 
 
Solomon Islands rural -0.444 1.367 0.044 0.786 
 
Vanuatu rural 0.040 1.126 0.497 0.752 
Urban households  0.383 1.333 -0.512 0.986 
 
Solomon Islands urban 0.186 1.369 -0.605 0.887 
 
Vanuatu urban 0.572 1.273 -0.421 1.068 
*Conventional wealth is an index of long-term socioeconomic status of the household based on household durable assets; Traditional wealth is an 
index of long-term socioeconomic status based on traditional assets. Higher values of wealth indices represent better-off households. Ten 
households were dropped from the sample to construct an index of traditional wealth, owing to missing data on decision making within the 
household. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
 
 
 
 
 
 
 
 
 
                                                          
186
 The conventional wealth ex-MPI measure is limited to a clock, sewing machine, mobile phone, high quality building materials and high 
quality roofing materials. The two indices are strongly correlated, with a pairwise correlation coefficient of 0.88, though the wealth ex-MPI 
measure has fewer index scores than the original conventional wealth measure (on account of there being fewer assets in the model).  
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Appendix L: Probit estimations – total sample  
Selected shocks; coefficients and standard errors 
 1A 1B 2A 2B 3A 3B 4A 4B 
Dependent variable: Real inflation  
shock = 1  
Real inflation  
shock = 1 
Labour-market 
shock =1 
Labour-market 
shock =1 
Environmental  
shock = 1 
Environmental  
shock = 1 
Move in  
shock = 1  
Move in  
shock = 1 
Wealth 0.080 0.139*** 0.164*** 0.129** -0.047 -0.070 0.179*** 0.114** 
 (1.618) (2.678) (2.851) (2.402) (-1.164) (-1.517) (3.474) (2.077) 
Traditional wealth 0.102 0.055 -0.372*** -0.376*** 0.046 0.042 -0.166*** -0.116 
 (1.357) (0.794) (-4.039) (-5.427) (0.831) (0.684) (-2.953) (-1.533) 
Gender head 0.066 0.090 0.032 0.036 -0.069 -0.061 -0.380** -0.393* 
 (0.335) (0.595) (0.228) (0.217) (-0.490) (-0.440) (-2.525) (-1.796) 
Number of adults  0.011 0.017 -0.119 -0.124 0.212*** 0.239* 0.238** 0.247* 
 (0.211) (0.265) (-1.190) (-0.924) (3.036) (1.924) (2.115) (1.775) 
Number of adults squared  -0.007* -0.007 0.018* 0.019 -0.023** -0.026* -0.020 -0.021 
 (-1.771) (-1.242) (1.729) (1.274) (-2.362) (-1.850) (-1.589) (-1.396) 
Dependency ratio  0.111 0.108 -0.048 -0.026 0.031 0.048 0.095 0.125 
 (1.578) (1.553) (-0.596) (-0.336) (0.508) (0.762) (1.062) (1.313) 
Adult education -0.061 -0.127 -0.200 -0.136 -0.154 -0.101 -0.188 -0.166 
 (-0.335) (-0.813) (-1.110) (-0.796) (-1.576) (-0.707) (-1.147) (-0.864) 
Purchased foods -0.076 -0.118 -0.168* -0.097 -0.208** -0.137 0.161 0.278* 
 (-0.442) (-0.936) (-1.662) (-0.687) (-2.082) (-1.136) (1.161) (1.767) 
Employed  -0.064 -0.068 0.568*** 0.564*** -0.101 -0.109 0.008 -0.006 
 (-0.467) (-0.579) (3.856) (3.956) (-1.011) (-1.010) (0.085) (-0.044) 
Food peddler -0.076 -0.093 0.162 0.132 0.269*** 0.225** 0.076 0.093 
 (-0.440) (-0.791) (0.852) (1.016) (2.954) (2.071) (0.890) (0.666) 
Other peddler 0.150* 0.185* 0.099 0.195 -0.075 -0.124 0.030 0.069 
 (1.926) (1.702) (1.180) (1.639) (-0.573) (-1.301) (0.379) (0.522) 
Cash-crop seller -0.114 -0.136 -0.146 -0.186 0.005 -0.043 0.051 0.103 
 (-0.604) (-1.082) (-0.866) (-1.228) (0.040) (-0.365) (0.294) (0.668) 
Urban 0.217  0.143  -0.478***  0.340**  
 (1.246)  (1.107)  (-2.912)  (2.142)  
Vanuatu 
-0.026  -0.070  -0.162  -0.046  
 (-0.154)  (-0.427)  (-0.865)  (-0.281)  
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Appendix L (cont.): Probit estimations – total sample  
Selected shocks; coefficients and standard errors 
 
1A 1B 2A 2B 3A 3B 4A 4B 
Dependent variable: Real inflation  
shock = 1  
Real inflation  
shock = 1 
Labour-market 
shock =1 
Labour-market 
shock =1 
Environmental  
shock = 1 
Environmental  
shock = 1 
Move in  
shock = 1  
Move in  
shock = 1 
Auki 0.260  -0.027  0.697*** -0.410 
 
(0.859)  (-0.102)  (3.085) (-1.590) 
Banks Islands  0.062  -0.256  1.256*** -1.067** 
 
(0.209)  (-0.785)  (4.996) (-2.499) 
Baravet -0.413  -0.637  1.150*** -0.157 
 
(-1.403)  (-1.406)  (4.452) (-0.507) 
GPPOL -0.495**  0.036  1.347*** -0.208 
 
(-2.010)  (0.158)  (6.074) (-0.850) 
Hog Harbour -0.595**  -0.611*  0.986*** -1.318*** 
 
(-2.178)  (-1.715)  (4.099) (-3.118) 
Honiara -0.493*  -0.196  0.737*** 0.027 
 
(-1.925)  (-0.826)  (3.419) (0.114) 
Malu’u -0.645**  -0.103  1.135*** -0.084 
 
(-2.571)  (-0.405)  (5.038) (-0.347) 
Mangalilu -0.592**  -0.032  1.059*** -0.389 
 
(-2.189)  (-0.118)  (4.567) (-1.402) 
Vella Lavella  -0.118  0.471*  1.414*** -0.587* 
 
(-0.411)  (1.692)  (5.499) (-1.877) 
Port Vila -0.492**  0.337  1.122*** 0.036 
 
(-1.970)  (1.506)  (5.205) (0.154) 
Weather Coast  -0.167  -0.394  1.053***  
 
(-0.559)  (-0.999)  (3.973)  
Constant 0.958** 1.399*** -1.281*** -1.290*** 0.375** -0.888*** -2.054*** -1.764*** 
 
(2.512) (4.665) (-2.911) (-3.518) (2.031) (-2.763) (-4.969) (-4.558) 
Observations  935 935 935 935 935 935 935 860 
Goodness-of-fit tests  
H/L statistic (p value) 0.124 0.388 0.513 0.472 0.02** 0.305 0.179 0.462 
Area under ROC Curve 0.599 0.646 0.795 0.801 0.696 0.719 0.739 0.751 
% correctly predicted 82.57 82.57 84.06 84.39 69.95 72.83 88.45 87.44 
Robust z-statistics in parentheses; standard errors clustered on the basis of communities surveyed; *** p<0.01, ** p<0.05, * p<0.10;  
Dependent variable takes the value one if a household reported experiencing a certain shock, and zero otherwise; Standard errors are robust, and Model A clusters standard errors on the basis of individual community.  
Hosmer Lemeshow (H/L) statistic is a lack-of-fit test: significant p values indicate a rejection of a goodness-of-fit test; Luganville dropped from the sample, Weather Coast had zero households experiencing a “Move in” shock. For a 
definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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Appendix M: Probit estimations –total sample  
Selected shocks; coefficients and standard errors 
 5A 5B 6A 6B 7A 7B 
Dependent variable: Crime  
shock = 1 
Crime  
shock = 1 
Lifestyle  
shock = 1  
Lifestyle  
shock = 1 
Positive  
shock = 1  
Positive  
shock = 1 
Wealth 0.122* 0.054 0.110** 0.086* 0.128** 0.146*** 
 (1.662) (1.127) (2.459) (1.923) (2.497) (3.088) 
Traditional wealth 0.068 0.131** 0.006 -0.024 0.247*** 0.303*** 
 (0.727) (2.096) (0.063) (-0.405) (3.279) (4.703) 
Gender head 0.122 0.105 -0.102 -0.053 0.049 0.035 
 (1.271) (0.766) (-0.707) (-0.390) (0.528) (0.242) 
Number of adults  0.185 0.214* 0.074 0.093 0.002 -0.004 
 (1.384) (1.792) (0.629) (0.721) (0.025) (-0.061) 
Number of adults squared  -0.018 -0.022 -0.018 -0.020 -0.001 -0.002 
 (-1.009) (-1.539) (-1.256) (-1.247) (-0.206) (-0.382) 
Dependency ratio  0.033 0.052 -0.121*** -0.108* 0.036 0.016 
 (0.886) (0.826) (-2.844) (-1.752) (0.576) (0.247) 
Adult education -0.009 -0.050 -0.093 -0.022 0.093 0.011 
 (-0.064) (-0.345) (-0.704) (-0.162) (0.944) (0.079) 
Purchased foods -0.478*** -0.354*** -0.321*** -0.333*** -0.028 -0.012 
 (-3.033) (-2.954) (-2.791) (-2.837) (-0.169) (-0.097) 
Employed  0.160* 0.036 -0.065 0.018 0.211** 0.183 
 (1.647) (0.332) (-0.733) (0.175) (2.277) (1.632) 
Food peddler 0.041 -0.005 0.101 0.144 0.203* 0.206* 
 (0.327) (-0.042) (1.154) (1.338) (1.953) (1.741) 
Other peddler -0.349** -0.237** 0.186* 0.151 0.016 -0.022 
 (-2.492) (-2.363) (1.671) (1.609) (0.154) (-0.213) 
Cash-crop seller -0.011 -0.146 -0.108 -0.105 0.168 0.152 
 (-0.082) (-1.240) (-0.955) (-0.937) (1.194) (1.286) 
Urban -0.110  0.090  0.159  
 (-0.612)  (0.625)  (0.712)  
Vanuatu 0.664***  -0.225  -0.140  
 (3.467)  (-1.191)  (-0.770)  
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Appendix M (cont.): Probit estimations – total sample  
Selected shocks; coefficients and standard errors 
 5A 5B 6A 6B 7A 7B 
Dependent variable: Crime  
shock = 1  
Crime  
shock = 1 
Lifestyle 
shock = 1 
Lifestyle 
shock = 1 
Positive  
shock = 1 
Positive  
shock = 1 
Auki 
 
-1.353*** 
 
0.710*** 
 
-0.074 
  
 (-4.636) 
 
(3.170) 
 
(-0.305) 
Banks Islands 
 
 0.573** 
 
-0.239 
 
-0.550** 
  
 (2.429) 
 
(-0.978) 
 
(-1.996) 
Baravet 
 
-0.389 
 
0.997*** 
 
0.155 
  
 (-1.575) 
 
(4.043) 
 
(0.639) 
GPPOL 
 
-0.223 
 
0.437** 
 
-0.126 
  
 (-1.079) 
 
(2.062) 
 
(-0.566) 
Hog Harbour 
 
 0.173 
 
-0.024 
 
0.054 
  
 (0.759) 
 
(-0.099) 
 
(0.225) 
Honiara 
 
-0.440** 
 
0.273 
 
0.649*** 
  
 (-2.038) 
 
(1.253) 
 
(2.948) 
Malu’u 
 
-0.178 
 
0.531** 
 
-0.335 
  
 (-0.844) 
 
(2.492) 
 
(-1.457) 
Mangalilu 
 
-0.044 
 
0.189 
 
-0.292 
  
 (-0.197) 
 
(0.830) 
 
(-1.180) 
Vella Lavella 
 
-0.198 
 
0.421* 
 
-0.114 
  
 (-0.866) 
 
(1.806) 
 
(-0.471) 
Port Vila 
 
 0.384* 
 
0.474** 
 
-0.471** 
  
 (1.909) 
 
(2.251) 
 
(-1.978) 
Weather Coast  
 
-1.808*** 
 
0.145 
 
-0.001 
  
 (-4.891) 
 
(0.581) 
 
(-0.003) 
Constant -0.850*** -0.329 -0.043 -0.605* -1.056*** -0.893*** 
 
(-3.047)  (-1.061) (-0.139) (-1.904) (-4.338) (-3.227) 
Observations   935  935  935  935  935  935 
Goodness-of-fit tests 
 
 
 
 
 
 
H/L statistic (p value) 0.826 0.558 0.848 0.873 0.228 0.244 
Area under ROC Curve 0.702 0.742 0.613 0.667 0.631 0.684 
% correctly predicted 65.88 68.45 62.46 65.13 73.69 74.33 
Robust z-statistics in parentheses; standard errors clustered on the basis of communities surveyed; *** p<0.01, ** p<0.05, * p<0.10;  
Dependent variable takes the value one if a household reported experiencing a certain shock, and zero otherwise. Standard errors are robust, and Model A clusters standard errors on the basis of individual community.  
Hosmer Lemeshow (H/L) statistic is a lack-of-fit test: significant p values indicate a rejection of a goodness-of-fit test. Luganville excluded from sample. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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Appendix N: Probit estimations – poor households  
Selected shocks; marginal effects 
 1 2 3 4 5 6 7 
Dependent variable: Real inflation  
shock = 1  
Labour-market 
shock =1 
Environmental  
shock = 1 
Move in  
shock = 1 
Crime  
shock = 1 
Lifestyle  
shock = 1 
Positive  
shock = 1  
Wealth 
 0.041**  0.096*** -0.038  0.016  0.086*  0.121**  0.068*** 
Traditional wealth 
 0.020 -0.049** -0.032 -0.032  0.065  0.024  0.058 
Gender head 
 0.027 -0.089*** -0.040 -0.008 -0.022 -0.032 -0.050 
Number of adults  
-0.170** -0.067*  0.068  0.037  0.102  0.117  0.029 
Number of adults squared  
 0.026**  0.0032 -0.009 -0.004 -0.013 -0.017* -0.003 
Dependency ratio  
 0.028 -0.027  0.044  0.013  0.159***  0.060  0.002 
Adult education 
 0.088 -0.086  0.096  0.011 -0.015  0.110 -0.105 
Purchased foods 
 0.010  0.003 -0.120*  0.001 -0.160 -0.168*** -0.100** 
Employed  
 0.057  0.027 -0.036  0.073* -0.061 -0.049 -0.033 
Food peddler 
  0.020  0.115  0.031  0.042 -0.090  0.001 
Other peddler 
 0.107***  0.046  0.043  0.057* -0.145***  0.132* -0.107** 
Cash-crop seller 
 0.034  0.071  0.004  0.014  0.006 -0.011  0.0861 
Urban 
 0.061  0.136*** -0.034  0.061  0.090  0.009  0.158* 
Vanuatu 
 0.060* -0.015  0.041  0.062  0.437*** -0.164 -0.156*** 
Observations  
  161   192   192   192   192   192   192 
Goodness-of-fit tests        
Hosmer Lemeshow statistic (p value)  0.616  0.670  0.110  0.612  0.762  0.252  0.101 
Area under ROC Curve  0.786  0.657  0.674  0.771  0.817  0.670  0.714 
% correctly predicted  82.40  77.54  69.30  87.49  64.71  54.87  72.83 
*** p<0.01, ** p<0.05, * p<0.10;  
Dependent variable takes the value one if a household reported experiencing a certain shock, and zero otherwise; standard errors are robust, and clustered on the basis of individual community.  
Hosmer Lemeshow statistic is a lack-of-fit test: significant p values indicate a rejection of a goodness-of-fit test; Luganville dropped from the sample, Weather Coast had zero households experiencing a “Move in” shock. 
Community effects dropped because of a lack of data in a number of communities when the sample was split between poor and non-poor. Food peddler dropped from real inflation shock model because it predicts success perfectly. For 
a definition of urban and rural refer to Table 2.1 in Chapter 2.  
Source: Author. 
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Appendix O: Probit estimations – non-poor households 
Selected shocks; marginal effects 
 1 2 3 4 5 6 7 
Dependent variable: Real inflation  
shock = 1  
Labour-market 
shock =1 
Environmental  
shock = 1 
Move in  
shock = 1 
Crime  
shock = 1 
Lifestyle  
shock = 1 
Positive  
shock = 1  
Wealth 
 0.033**  0.023* -0.008  0.031***  0.0317  0.039**  0.025 
Traditional wealth 
 0.036* -0.075***  0.027 -0.025***  0.0212  0.005  0.078*** 
Gender head 
 0.010  0.040 -0.026 -0.062***  0.048 -0.056  0.034 
Number of adults  -0.007 -0.016  0.073*  0.041*  0.059 -0.005  0.006 
Number of adults squared  -0.002  0.004** -0.008 -0.003 -0.005 -0.003 -0.001 
Dependency ratio  
 0.023 -0.003  0.001  0.018 -0.017 -0.080***  0.013 
Adult education -0.016 -0.017 -0.065 -0.029  0.018 -0.061  0.031 
Purchased foods -0.017 -0.043 -0.061  0.036 -0.169** -0.106**  0.016 
Employed  -0.039  0.118*** -0.043 -0.022  0.089** -0.016  0.085** 
Food peddler -0.013  0.031  0.102** 0.010  0.016  0.064**  0.079** 
Other peddler  
 0.021  0.013 -0.039 -0.008 -0.118**  0.065  0.035 
Cash-crop seller -0.048 -0.049* -0.002  0.005  0.001 -0.054  0.053 
Urban 
 0.031  0.010 -0.209***  0.056* -0.060  0.037  0.040 
Vanuatu -0.021 -0.017 -0.072 -0.023  0.217*** -0.065 -0.023 
Observations  743 743 743 743 743 743 743 
Goodness-of-fit tests        
H/L statistic (p value)  0.515  0.891  0.320  0.939  0.774 0.244  0.167 
Area under ROC Curve  0.609  0.804   0.708  0.743  0.680  0.622  0.629 
% correctly predicted  82.57  84.39   69.95  88.34  66.31  62.46  73.80 
*** p<0.01, ** p<0.05, * p<0.10;  
Dependent variable takes the value one if a household reported experiencing a certain shock, and zero otherwise; standard errors are robust, and clustered on the basis of individual community.  
Hosmer Lemeshow (H/L) statistic is a lack-of-fit test: significant p values indicate a rejection of a goodness-of-fit test; Luganville dropped from the sample, Weather Coast had zero households experiencing a “Move in” shock. 
Community effects dropped because of a lack of data in a number of communities when the sample was split between poor and non-poor. v 
Source: Author. 
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Appendix P: Probit estimations – price shocks  
Total sample, poor households and non-poor households; marginal effects 
 1 2 3 4 5 6 
Dependent variable: Real food   price shock = 1  
Real fuel  
price shock = 1 
Real food   
price shock = 1  
Real fuel  
price shock = 1 
Real food   
price shock = 1  
Real fuel  
price shock = 1 
 Total sample Total sample Poor households Poor households Non-poor households Non-poor households 
Wealth  0.006  0.032*  0.034  0.007  0.014  0.047** 
Traditional wealth  0.027  0.024  0.026  0.028  0.032  0.030 
Gender head  0.048  0.043  0.066  0.047  0.039  0.050 
Number of adults   0.007 -0.024* -0.121* -0.193** -0.007 -0.022 
Number of adults squared  -0.002 -0.001  0.020**  0.024** -0.001 -0.002 
Dependency ratio   0.017  0.003  0.021  0.022  0.013 -0.002 
Adult education -0.103* -0.005 -0.087  0.179* -0.088 -0.027 
Purchased foods  0.030 -0.013 -0.009  0.041  0.044 -0.022 
Employed   0.004 -0.020  0.028  0.113* -0.006 -0.065 
Food peddler -0.024  0.041 -0.061  0.182 -0.024  0.022 
Other peddler  0.048***  0.072***  0.064  0.120*  0.039  0.064** 
Cash-crop seller -0.005 -0.041  0.020  0.129 -0.004 -0.087** 
Urban  0.051  0.100  0.126**  0.228***  0.012  0.060 
Vanuatu -0.034  0.022  0.066*  0.139*** -0.058  0.004 
Observations    935  935  192  192  743  743 
Goodness-of-fit tests       
H/L statistic (p value)  0.416  0.705  0.137  0.302  0.196  0.982 
Area under ROC Curve  0.591  0.601  0.779  0.726  0.584  0.619 
% correctly predicted  75.40  67.81  75.29  66.74  75.51  67.06 
*** p<0.01, ** p<0.05, * p<0.10;  
Dependent variable takes the value one if a household reported experiencing a certain shock, and zero otherwise; standard errors are robust, and Model A clusters standard errors on the basis of individual community 
Hosmer Lemeshow (H/L) statistic is a lack-of-fit test: significant p values indicate a rejection of a goodness-of-fit test; Luganville dropped from the sample. 
Community effects dropped in models because of a lack of data in a number of communities when the sample was split between poor and non-poor. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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Appendix Q 
 
Source: Author based on Heitzmann et al. (2002); Holzmann and Jørgensen (2000); Moser (1998); Siegel and Alwang (1999).  
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Appendix R: Households’ responses to shocks in Vanuatu and Solomon Islands*  
Percentage of households that experienced recent global macroeconomic shocks  
 
Total 
N = 816 
Urban 
N = 301 
Rural 
N = 515 
Use environmental resources 83.9  73.4 90.1*** 
of which:  Increase use of the garden 79.3 61.1 89.9*** 
 
Increase use of the reef 55.0 48.5 58.8*** 
Reduce spending on non-essential items  77.5 77.1 77.7 
 of which: Reduce spending on clothes  65.0 64.1 65.4 
 
Reduce spending on mobile phones  26.5 25.9 26.8 
 
Reduce spending on leisure  13.8 19.6 10.5*** 
Switch to cheaper meals or meals of lower quality  73.7 75.4 72.6 
Increase labour supply  73.8 71.1 75.3 
of which: Work more hours / days 45.2 46.2 44.7 
 
Work for food 50.9 44.5 54.8*** 
Reduce spending on utilities 65.9 74.4 61.0*** 
of which: Switch to a cheaper fuel  52.2 56.5 49.7* 
 
Reduce fuel consumption  15.9 19.3 14.0** 
 
Reduce electricity consumption 14.9 25.9   8.0*** 
 
Reduce water consumption  11.3 23.9   3.9*** 
Reduce spending on health 50.1 52.5 48.7 
of which: Increase use of traditional medicine 38.5 35.9 40.0 
  Reduce spending on medicines  22.3 25.2 20.6 
 
Did not seek medical attention when sick / injured    6.7   7.0   6.6 
Reduce spending on demerit goods 40.8 51.2 34.8*** 
Jettison traditional support 35.8 36.9 35.1 
of which: Contribute less money to community fundraising events 24.6 24.9 24.5 
 
Contribute less money at custom ceremonies 22.4 23.3 21.9 
 
Contribute less money to family / wantok  19.7 21.3 18.8 
 
Contribute less money to church    7.6   8.6   7.0 
Use traditional support systems 34.7 31.2 36.7 
of which: Got additional help from family 31.7 29.2 33.2 
 
Got additional help from friend/neighbour 18.9 13.6 21.9*** 
 
Got additional help from church    3.1   2.3   3.5 
 
Moved in with family/wantok   1.5   2.0   1.2 
Reduce spending on education 33.2 38.5 30.1** 
of which: Send child to a cheaper school  27.8 31.9 25.4** 
  Remove child from school     9.1   9.6   8.7 
  Send child to work    3.4   6.3   1.7*** 
Reduce food intake 26.6 35.2 21.6*** 
 of which: Reduce the size of meals consumed  21.1 27.2 17.4*** 
  Reduce the number of meals consumed 15.2 22.3 11.14*** 
Migrate to find more work 15.8 19.3 13.8** 
Sold livestock 13.4   8.6 16.1*** 
Draw down on savings 11.2 14.6   9.1** 
Borrow money     2.8   3.7   2.3 
* Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). Includes only the responses 
for which data were available. A number of responses are also not shown, including those with less than a 5 per cent response rate and those with 
responses similar to those already included in the Table. For a definition of urban and rural refer to Table 2.1 in Chapter 2. Coping responses are 
not mutually exclusive.*, **, *** indicate the results of t-tests of significance between rural and urban households at the 10, 5 and 1 per cent 
levels of significance, respectively. 
Source: Author.  
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Appendix S: Dominant household responses to an idiosyncratic shock in Vanuatu and 
Solomon Islands *  
Percentage of households that experienced the shock 
Total 
N = 287 
Urban 
N = 104 
Rural 
N = 183 
Use environmental resources 86.0 75.4 90.4*** 
Increase labour supply  84.8 84.9 84.8 
Switch to cheaper meals or meals of lower quality  84.1 86.3 82.8 
Reduce spending on non-essential items  77.9 77.8 78.0 
Reduce spending on utilities 66.2 75.0 61.2*** 
Reduce spending on health 50.2 53.2 48.6 
Reduce spending on demerit goods 40.9 52.1 34.6*** 
Jettison traditional support 35.7 37.3 34.8 
Use traditional support systems 35.2 32.0 37.0 
Reduce spending on education 33.3 39.8 29.6*** 
Reduce food intake 26.4 35.9 21.0 
Migrate to find more work 15.4 19.7 13.0** 
Sold livestock 13.5   8.5 16.4*** 
Draw down on savings 11.2 14.8   9.2** 
Borrow money    2.8   3.5   2.4 
*Idiosyncratic shock is a death / illness shock (see Chapter 4 for details). For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Coping responses are not mutually exclusive. *, **, *** indicate the results of t-tests of significance between rural and urban households at 
the 10, 5 and 1 per cent levels of significance, respectively. 
Source: Author. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
289 
 
Appendix T: Households’ responses to an idiosyncratic shock in Vanuatu and Solomon 
Islands *   
Percentage of households that experienced the shock 
 
Total 
N = 287 
Urban 
N = 104 
Rural 
N = 183 
Use environmental resources 89.9 82.7 94.0*** 
of which:  Increase use of the garden 82.6 66.3 91.8*** 
 
Increase use of the reef 67.6 56.7 73.8*** 
Increase labour supply  73.9 74.0 73.8 
of which: Work more hours / days 43.6 48.1 41.0 
 
Work for food 57.8 53.8 60.1 
Switch to cheaper meals or meals of lower quality  74.9 79.8 72.1 
Reduce spending on non-essential items  80.8 79.8 81.4 
of which: Reduce spending on clothes  71.4 70.2 72.1 
 
Reduce spending on mobile phones  22.3 21.2 22.9 
 
Reduce spending on leisure  16.7 17.3 16.4 
Reduce spending on utilities 66.6 69.2 65.0 
of which: Switch to a cheaper fuel  54.7 56.7 53.6 
 
Reduce fuel consumption  15.0 15.4 14.8 
 
Reduce electricity consumption 18.1 26.0 13.7*** 
 
Reduce water consumption    8.7 20.2   2.1*** 
Reduce spending on health 62.0 62.5 61.7 
of which: Increase use of traditional medicine 48.4 40.3 5330 
  Reduce spending on medicines  30.7 34.6 28.4 
 
Did not seek medical attention when sick / injured    7.7   7.7   7.7 
Reduce spending on demerit goods 41.8 53.8 35.0*** 
Jettison traditional support 42.2 39.4 43.7 
of which: Contribute less money to community fundraising events 31.0 31.0 31.1 
 
Contribute less money at custom ceremonies church 27.5 25.0 29.0 
 
Contribute less money to family / wantok  30.7 28.8 31.7 
 
Contribute less money to church    8.7   8.7   8.7 
Use traditional support systems 51.9 49.0 53.6 
of which:  Got additional help from family 48.4 45.2 50.2 
 
Got additional help from friend/neighbour 31.0 29.8 31.7 
 
Got additional help from church    8.4 12.5   6.0* 
 
Moved in with family/wantok   1.4   2.0   1.0 
Reduce spending on education 30.3 30.8 30.0 
of which: Remove child from school     5.6   4.8   6.0 
  Send child to work    1.0   1.9   0.5 
  Send child to a cheaper school  26.5 29.9 26.2 
Reduce food intake 28.2 34.6 24.6* 
 of which: Reduce the size of meals consumed  23.0 30.8 18.6** 
  Reduce the number of meals consumed 18.8 24.0 15.8* 
Migrate to find more work 15.7 16.3 15.3 
Sold livestock 16.4 14.4 17.5 
Draw down on savings 16.7 22.1 13.7* 
Borrow money    4.9   3.8   5.4 
*Idiosyncratic shock is a death / illness shock (see Chapter 4 for details). Includes only the responses for which data were available. A number of 
responses are also not shown, including those with less than a 5 per cent response rate and those with responses similar to those already included in 
the Table. For a definition of urban and rural refer to Table 2.1 in Chapter 2. Coping responses are not mutually exclusive. *, **, *** indicate the 
results of t-tests of significance between rural and urban households at the 10, 5 and 1 per cent levels of significance, respectively. 
Source: Author.  
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Appendix U: Descriptive statistics of observed household characteristics and shock experiences 
Sample limited to the 816 households that experienced recent global macroeconomic shocks* 
Variable name Variable description 
Total 
N=816  
Obs. Mean St dev. Min Max 
Dependent variable       
Change in income  Change in household income in the two years preceding the survey  (1= down a lot; 2 = down; 3 = stayed the same; 4 = up; 5 = up a lot)  799   3.0776   0.9360 1 5 
Food insecurity In the past 12 months had any adults in the house not eaten food for an entire day because there wasn’t enough money to buy food (1 = yes; 0= no)  816   0.1605   0.3673 0 1 
Household characteristics       
Wealth Conventional wealth index* 816   0.0521   1.3372 -2.5700 3.6433 
Traditional wealth Traditional wealth index* 811 -0.0322   0.9460 -3.2789 1.6700 
Female head Gender of household head: (1= female ; 0 = male)  816   0.1287   0.3350 0 1 
Number of adults  Number of adults living in the household  816   3.1973   1.6307 1 18 
Number of adults squared  Number of adults living in the household (squared) 816 12.8799 16.9251 1 324 
Dependency ratio Ratio of dependent household members (>65 and <18) to working aged household 
members  808   0.9079   0.7810 0 5 
Adult education Percentage of adults in the household who made it to high school 816   0.4168   0.3558 0 1 
Income source       
Employed  Household has access to formal employment (1 = yes; 0 = no)  816   0.5429   0.4985 0 1 
Food peddler Household peddles food (1 = yes; 0 = no)  816   0.7402   0.4388 0 1 
Other peddler Household peddles non-food items (betel nut, cigarettes, mats, etc.) (1 = yes; 0 = no)  816   0.4559   0.4984 0 1 
Cash-crop seller Household sells cash crops (coconut, kava, copra) (1 = yes; 0 = no)  816   0.4216   0.4941 0 1 
Urban Urban location of household: (1 = urban; 0 = rural)  816   0.3689   0.4828 0 1 
Vanuatu Household located in Vanuatu: (1 = Vanuatu; 0 = Solomon Islands)  816   0.4914   0.5002 0 1 
Shock experiences        
Real inflation shock A household experienced an increase in real food prices or real fuel prices (1 = yes; 0 = no) 816   0.9608   0.1942 0 1 
Labour-market shock Reduced employment (job loss or reduced hours) or wages cut (1 = yes; 0 = no) 816   0.1826   0.3866 0 1 
Natural shock A household experienced either a natural disaster or a crop failure shock (1 = yes; 0 = no) 816   0.6801   0.4667 0 1 
Crime shock Theft or goods, livestock or crops (1 = yes; 0 = no) 816   0.3725   0.4838 0 1 
Death / illness shock  Death, serious illness or injury in the household (1 = yes; 0 = no) 816   0.3027   0.4597 0 1 
Custom shock A custom event that caused life to be difficult (1 = yes; 0 = no) 816   0.1434   0.3507 0 1 
Move in shock  Sudden increase in household size (1 = yes; 0 = no) 816   0.1115   0.3150 0 1 
* Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). Income sources are not mutually exclusive. As households were asked to nominate their top five income 
sources a given household may have access to more than one income source identified in the model. The conventional wealth index uses a principal components approach to construct a score of socioeconomic status using 
indicators of durable assets and dwelling characteristics. Traditional wealth is calculated according to the same methodology using important aspects of wealth in a traditional Melanesian setting (see Appendix K). For a 
definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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Appendix V: Effectiveness of households’ coping mechanisms in providing resilience from recent 
global macroeconomic shocks#  
Coefficients on coping variables from Equation 5.1 
Coping mechanism  
Dependent variable 
Change in income Food insecurity =1  (dF/dx)  
Use environmental resources 
 0.106   0.052* 
of which:  Increase use of the garden 
 0.152  0.018 
 
Increase use of the reef  0.122  0.001 
Reduce spending on non-essential items   0.093 -0.020 
 of which: Reduce spending on clothes  -0.046  0.025 
 
Reduce spending on mobile phones   0.122 -0.040* 
 
Reduce spending on leisure   0.118  0.145*** 
Switch to cheaper meals or meals of lower quality  
 0.344***  0.004 
Increase labour supply   0.313*** -0.007 
of which: Work more hours / days  0.170* -0.022 
 
Work for food  0.128  0.036 
Reduce spending on utilities 
 0.329*** -0.009 
of which: Switch to a cheaper fuel  
 0.337*** -0.007 
 
Reduce fuel consumption   0.052   0.052 
 
Reduce electricity fuel consumption  0.098 -0.011 
 
Reduce water consumption   0.312*  0.054 
Reduce spending on health  0.148*  0.0247 
of which: Increase use of traditional medicine 
 0.300***  0.031 
  Reduce spending on medicines   0.261*** -0.006 
 
Did not seek medical attention when sick / injured  
 0.171   0.097* 
Reduce spending on demerit goods  0.146*  0.008 
Jettison traditional support -0.081  0.024 
of which: Contribute less money to community fundraising 
events  0.005  0.028 
 
Contribute less money at custom ceremonies -0.076 -0.019 
 
Contribute less money to family / wantok  -0.099  0.027 
 
Contribute less money to church  -0.025  0.142** 
Use traditional support systems -0.015  0.0570** 
of which: Got additional help from family 
-0.060  0.059** 
 
Got additional help from friend/neighbour -0.109  0.025 
 
Got additional help from church   0.265  0.012 
Reduce spending on education  0.262*** -0.0194 
of which: Send child to a cheaper school   0.274*** -0.0385 
  Remove child from school   
 0.166  0.0796 
  Send child to work   0.373 -0.0149 
Reduce food intake -0.186*  0.083*** 
 of which: Reduce the size of meals consumed  
-0.092  0.088** 
  Reduce the number of meals consumed 
-0.233*  0.107*** 
Migrate to find more work  0.018  0.106** 
Sold livestock  0.110 -0.044 
Draw down on savings -0.139  0.015 
Borrow money   
 0.022  0.133 
* Global macroeconomic shocks include a real inflation shock and a labour market shock (see Chapter 4 for details). Standard errors (not shown) are 
robust; *** p<0.01, ** p<0.05, * p<0.10. Coefficients on the dummy variables of each coping variable in a separately specified model of household well-
being during the recent global macroeconomic shocks. Other explanatory variables (not shown) include two separate indices of household wealth, 
household size, dependency ratio, adult education, and dummy variables for the gender of the household head, access to various livelihood sources, and 
the dominant source of food. Separate dummy variables were also included for households’ experiences of shocks as well as dummy variables for urban 
households and Vanuatu households (i.e. Model A). Moved in with family/wantok coping mechanisms both dropped from Appendix R because of 
insufficient data. Full regression output of 41 separate models available upon request.  
Source: Author. 
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Appendix W: Effectiveness of households’ coping mechanisms in providing resilience from 
an idiosyncratic shock #  
Coefficients on coping variables from Equation 5.1 
Coping mechanism  
Dependent variable 
Change in income Food insecurity =1  (dF/dx)  
Use environmental resources 
 0.149  0.069 
of which:  Increase use of the garden 
 0.071   0.072 
 
Increase use of the reef 
 0.168 -0.031 
Reduce spending on non-essential items  -0.022 -0.070 
 of which: Reduce spending on clothes  
-0.154 -0.033 
 
Reduce spending on mobile phones  
 0.290* -0.052 
 
Reduce spending on leisure  
-0.019  0.260*** 
Switch to cheaper meals or meals of lower quality  
-0.014  0.054 
Increase labour supply  
 0.180 -0.017 
of which: Work more hours / days 
 0.007  0.008 
 
Work for food 
 0.124 -0.036 
Reduce spending on utilities 
 0.244  0.023 
of which: Switch to a cheaper fuel  
 0.327**  0.054 
 
Reduce fuel consumption  
-0.123  0.098 
 
Reduce electricity fuel consumption 
 0.188 -0.077* 
 
Reduce water consumption  
 0.371  0.206 
Reduce spending on health 
 0.183 -0.014 
of which: Increase use of traditional medicine 
 0.358**  0.025 
  Reduce spending on medicines  
 0.109 -0.074* 
 
Did not seek medical attention when sick / injured  
 0.282  0.135 
Reduce spending on demerit goods 
 0.348** -0.024 
Jettison traditional support 
 0.015  0.034 
of which: Contribute less money to community fundraising events 
-0.125  0.094 
 
Contribute less money at custom ceremonies 
-0.198  0.008 
 
Contribute less money to family / wantok  
-0.063  0.007 
 
Contribute less money to church  
-0.072  0.299** 
Use traditional support systems 
 0.235* -0.008 
of which: Got additional help from family 
 0.195 -0.040 
 
Got additional help from friend/neighbour 
 0.015  0.037 
 
Got additional help from church  
 0.091  0.073 
Reduce spending on education 
 0.119 -0.065 
of which: Send child to a cheaper school  
 0.065 -0.073 
  Remove child from school   
-0.044 -0.016 
  Send child to work  
-0.786  0.106 
Reduce food intake -0.055  0.113* 
 of which: Reduce the size of meals consumed  
 0.054  0.089 
  Reduce the number of meals consumed 
-0.137  0.145* 
Migrate to find more work 
 0.009  0.135 
Sold livestock 
-0.061  0.041 
Draw down on savings -0.308 -0.090* 
#
 Idiosyncratic shock is a death / illness shock (see Chapter 4 for details). Standard errors (not shown) are robust; *** p<0.01, ** p<0.05, * p<0.10. 
Coefficients on the dummy variable for each coping variable in a separately specified model of household well-being during an idiosyncratic shock 
(death / illness). Other explanatory variables (not shown) include two separate indices of household wealth, household size, dependency ratio, adult 
education, and dummy variables for the gender of the household head, access to various livelihood sources, and the dominant source of food. Separate 
dummy variables were also included for households’ experiences of shocks as well as dummy variables for urban households and Vanuatu households 
(i.e. Model A). Moved in with family/wantok and Borrow money coping mechanisms both dropped from Appendix T because of insufficient data. 
Full regression output of 40 separate models available upon request.  
Source: Author. 
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Appendix X: Descriptive statistics of the variables used in the estimation of household vulnerability to poverty  
   
Capital city 
N = 174 
Non-capital city 
N = 781 
Variable name Variable description Obs. Mean St dev. Mean St dev. 
Dependent variables       
Weighted MPI deprivations Weighted score of ten deprivations across three dimensions of well-being: health; education; 
and living standards.  955 0.2083 0.1574 0.2061 0.1367 
Weighted MMPI deprivations  Weighted score of thirteen deprivations across four dimensions of well-being: health; 
education; and living standards and access. 955 0.2397 0.1263 0.2286 0.1230 
Household characteristics       
Wealth Conventional wealth index* 955 0.3222 0.8484 -0.074 1.135 
Traditional wealth Traditional wealth index 945 -0.5930 1.0950 0.1196 .8487 
Gender head Gender of household head: (1 =female; 0 = male)  955 0.1264 0.3333 0.1241 0.3333 
Number of adults  Number of adults living in the household  955 6.178 3.1563 5.2129 2.333 
Number of adults squared Number of adults living in the household (squared) 955 48.074 64.788 32.610 29.701 
Dependency ratio Ratio of dependent household members (>65 and <18) to working aged household members  945 0.7854 0.6635 0.9216 0.7852 
Adult education Percentage of adults in the household who made it to high school 955 0.4619 0.3624 0.4091 0.3535 
Income source       
Employed  Household has access to formal employment (1 = yes; 0 = no)  955 0.7126 0.4538 0.4907 0.5002 
Food peddler Household peddles food (1 = yes; 0 = no)  955 0.7011 0.4590 0.7542 0.4309 
Other peddler Household peddles non-food items (betel nut, cigarettes, clothes, kava, etc.) (1 = yes; 0 = no)  955 0.5459 0.4993 0.4213 0.4940 
Cash-crop seller Household sells cash crops (coconut, kava, copra) (1 = yes; 0 = no)  955 0.1839 0.3885 0.4967 0.5003 
Urban Urban location of household: (1= urban; 0 = rural)  955     
Vanuatu Household located in Vanuatu: (1= Vanuatu; 0= Solomon Islands)  955     
Shock experiences       
Real inflation shock A household experienced an increase in real food prices or real fuel prices (1 = yes; 0 = no) 955 0.7873 0.4103 0.8284 0.3772 
Labour market shock Reduced employment (job loss or reduced hours) or wages cut (1 = yes; 0 = no) 955 0.2988 0.4590 0.1241 0.3300 
Environmental shock A household experienced either a natural disaster or a crop failure shock (1 = yes; 0 = no) 955 0.6264 0.4851 0.6888 0.4632 
Crime shock Theft or goods, livestock or crops (1 = yes; 0 = no) 955 0.4023 0.4917 0.3572 0.4795 
Lifestyle shock Custom shock or a death / illness shock (1 = yes; 0 = no) 955 0.3850 0.4880 0.3739 0.4841 
Move in shock  Extended family moving into the house (1 = yes; 0 = no) 955 0.2183 0.4143 0.1141 0.3181 
Shock responses       
Use garden Household ate more food from garden following a shock (1 = yes; 0 = no) 955 0.6897 0.4640 0.7887 0.4085  
Increase labour supply  Household looked for more ways to earn income following a shock (1 = yes; 0 = no) 955 0.7069 0.4565 0.7260 0.4463 
Reduce food intake  Household reduced the size or number of meals consumed following a shock (1 = yes; 0 = no) 955 0.2874 0.4538 0.2381 0.4262 
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Reduce spending on demerit goods Household reduced spending on kava / cigarettes / betel nut / alcohol following a shock  
(1 = yes; 0 = no) 
955 0.5287 0.5006 0.3521 0.4779 
Use traditional support system  
Household sought help from family / friend / neighbor / wantok or church following a shock  
(1 = yes; 0 = no) 955 0.3218 0.4685 0.3111 0.4632 
Jettison traditional support  Household reduced contributions to community fundraising  / custom ceremonies / family / 
wantok or church following a shock (1 = yes; 0 = no) 955 0.3103 0.4640 0.3508 0.4775 
Sold livestock Household sold livestock following a shock (1 = yes; 0 = no) 955 0.1149 0.3197 0.1306 0.3371 
Draw down on savings Household uses bank account following a shock (1 = yes; 0 = no) 955 0.0977 0.2977 0.1050 0.3067 
Income sources are not mutually exclusive. As households were asked to nominate their top five income sources a given household may have access to more than one income source identified in the model.  
* The conventional wealth index uses a principal components approach to construct a score of socioeconomic status using indicators of durable assets and dwelling characteristics. Traditional wealth is calculated according to the same 
methodology using important aspects of wealth in a traditional Melanesian setting (see Appendix K). For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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Appendix Y: Model of the estimation of vulnerability to MMPI poverty 
Dependent Variable 
Total sample Capital city Non-capital city 
MMPI score Variance MMPI score Variance MMPI score Variance 
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Wealth -0.026*** 0.000 
-0.013 -0.002* -0.026*** 0.000 
(-7.219) (0.326) (-0.964) (-1.838) (-7.010) (0.081) 
Traditional wealth -0.006 -0.001** 
-0.031*** -0.002 -0.008 -0.001* 
(-1.208) (-2.239) (-2.831) (-1.626) (-1.622) (-1.796) 
Gender head 0.018 0.001 
0.075*** -0.001 0.014 0.002 
(1.629) (0.910) (3.084) (-0.387) (1.159) (1.133) 
Number of adults 0.022** 0.001 
0.030 0.003 0.026*** 0.002* 
(2.472) (1.149) (1.325) (1.248) (2.648) (1.775) 
Number of adults squared -0.002 -0.000 
-0.001 -0.000 -0.002* -0.000 
(-1.523) (-0.911) (-0.271) (-1.426) (-1.882) (-1.549) 
Dependency ratio 0.009* 0.001** 
0.036*** -0.001 0.009* 0.001* 
(1.943) (2.233) (2.704) (-0.517) (1.799) (1.848) 
Adult education -0.068*** -0.005*** 
-0.081*** 0.000 -0.064*** -0.005*** 
(-6.896) (-4.098) (-2.968) (0.018) (-6.144) (-3.358) 
Purchased food -0.003 0.001 
-0.050** 0.000 0.009 0.002 
(-0.333) (0.919) (-2.226) (0.093) (0.885) (1.465) 
Employed -0.037*** -0.002** 
-0.039* -0.004 -0.044*** -0.003** 
(-4.777) (-2.283) (-1.706) (-1.422) (-5.329) (-2.431) 
Food peddler 0.012 0.002** 
-0.003 0.006*** 0.008 0.002 
(1.504) (2.374) (-0.179) (2.814) (0.971) (1.513) 
Other peddler 0.007 -0.002* 
-0.040* -0.001 0.017** -0.000 
(1.004) (-1.815) (-1.923) (-0.255) (2.317) (-0.241) 
Cash-crop seller 0.016** -0.001 
0.053* -0.003 0.014* -0.002 
(1.963) (-1.333) (1.882) (-1.178) (1.706) (-1.376) 
Urban  0.043*** 0.002 
  0.028** 0.001 
(4.912) (1.420)   (2.339) (0.752) 
Vanuatu -0.041*** 0.001 
-0.012 0.001 -0.051*** 0.001 
(-5.166) (1.227) (-0.537) (0.569) (-5.897) (0.660) 
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Appendix Y (cont.): Model of the estimation of vulnerability to MMPI poverty 
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Real inflation shock 
0.008 0.000 0.032 0.002 0.005 0.001 
(0.854) (0.432) (1.476) (0.695) (0.552) (0.670) 
Environmental shock 0.019** 0.003** 0.019 0.000 0.012 0.001 
(2.514) (2.467) (0.970) (0.234) (1.433) (1.219) 
Crime shock -0.029*** -0.000 -0.054*** 0.002 -0.030*** -0.001 (-3.870) (-0.318) (-2.622) (0.709) (-3.779) (-0.664) 
Lifestyle shock 0.001 -0.000 0.035* -0.001 0.004 0.000 (0.087) (-0.174) (1.924) (-0.803) (0.510) (0.327) 
Move in shock -0.006 -0.002 0.084*** -0.000 -0.023* -0.003* 
(-0.604) (-1.155) (4.306) (-0.198) (-1.925) (-1.701) 
Labour market shock -0.003 -0.000 -0.048** -0.000 0.002 0.001 (-0.244) (-0.149) (-2.251) (-0.002) (0.193) (0.826) 
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Use garden  
0.013 -0.001 0.074*** -0.002 0.003 -0.002 
(1.294) (-0.892) (3.033) (-0.928) (0.219) (-1.265) 
Increase labour supply 
-0.020** -0.001 0.020 0.001 -0.024*** -0.002** 
(-2.508) (-0.898) (0.992) (0.425) (-2.663) (-2.019) 
Reduce food intake 
0.019** 0.001 0.064*** -0.002 0.011 -0.000 
(2.319) (0.681) (3.232) (-1.121) (1.324) (-0.176) 
Reduce spending on demerit goods -0.009 -0.000 -0.015 0.003* -0.010 0.000 (-1.312) (-0.320) (-0.837) (1.774) (-1.257) (0.359) 
Use traditional support systems  0.006 0.000 0.006 -0.000 0.001 -0.000 
(0.745) (0.450) (0.326) (-0.053) (0.137) (-0.018) 
Jettison traditional support  -0.005 -0.001 -0.034* 0.000 -0.004 -0.000 (-0.652) (-0.617) (-1.777) (0.091) (-0.529) (-0.048) 
Sold livestock  -0.012 -0.000 -0.076*** 0.003 -0.010 0.001 (-1.378) (-0.123) (-3.306) (1.204) (-0.963) (0.658) 
Draw down on savings 
0.006 0.003 -0.070** 0.002 0.013 0.002 
(0.497) (1.602) (-2.217) (0.565) (0.974) (1.308) 
Constant 
0.202*** 0.008** 0.122* 0.001 0.222*** 0.008** 
(8.371) (2.431) (1.802) (0.124) (8.342) (2.365) 
Observations 927 927 164 164 763 763 
Adj. R-squared 0.288 0.167 0.361 0.131 0.327 0.058 
Z-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.10. Standard errors are robust and clustered errors on the basis of individual community. Luganville dropped from the sample. Wealth index has been tailored to exclude 
those components that are also included in the dependent variable (MPI poverty); see Appendix K.  For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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Appendix Z: Vulnerability and MMPI poverty 
By community and country  
Location N 
% Households* Mean 
vulnerability 
Share of vulnerable (%) Vulnerability to 
poverty ratio 
High 
vulnerability to 
poverty ratio Poor Vulnerable 
Relative 
vulnerability 
High 
vulnerability 
Total 923 22.6 37.4 0.21 73.6 26.4 1.7 0.44 
Urban 319 27.9 42.9 0.24 67.9 32.1 1.5 0.49 
Rural 604 19.9 34.4 0.19 77.4 22.6 1.7 0.39 
Capital cities 160 28.8 43.8 0.26 64.3 35.7 1.5 0.54 
Non-capital city 763 21.4 36.0 0.20 76.0 24.0 1.7 0.40 
Solomon Islands 476 26.7 49.6 0.27 67.8 32.2 1.9 0.60 
Honiara 80 21.3 43.8 0.24 71.4 28.6 2.1 0.59 
Auki 78 41.0 70.5 0.34 65.5 34.5 1.7 0.59 
GPPOL 85 11.8 22.4 0.14 89.5 10.5 1.9 0.20 
Weather Coast 75 50.7 88.0 0.47 39.4 60.6 1.7 1.05 
Malu’u 80 18.8 33.8 0.19 81.5 18.5 1.8 0.33 
Vella Lavella 78 19.2 43.6 0.21 100.0 0.0 2.3 0.00 
Vanuatu 447 18.3 24.4 0.15 86.2 13.8 1.3 0.18 
Port Vila 80 36.3 43.8 0.27 57.1 42.9 1.2 0.52 
Luganville 81 13.6 14.8 0.10 100.0 0.0 1.1 0.00 
Hog Harbour 72 8.3 25.0 0.13 100.0 0.0 3.0 0.00 
Mangalilu 73 19.2 13.7 0.12 100.0 0.0 0.7 0.00 
Baravet 67 19.4 32.8 0.16 100.0 0.0 1.7 0.00 
Banks Islands 74 12.2 16.2 0.11 100.0 0.0 1.3 0.00 
*The proportion of poor households is the headcount poverty rate, while the fraction vulnerable is the headcount vulnerability rate. Poverty and vulnerability are not mutually exclusive (see Table 6.5). Mean vulnerability is the 
mean probability of experiencing poverty in the future in the cohort. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
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Appendix AA: Estimated incidence of vulnerability at various vulnerability thresholds 
MMPI-poor and non-poor cohorts 
 
Source: Author.
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Appendix AB: Depth of expected poverty – MMPI 
Weighted MMPI deprivations greater than poverty line; by country and community  
Location 
Expected headcount poverty* 8 = 0		
(% of households) 
Expected poverty ratio 8 = 1	 
(deprivation score above 
poverty threshold, %) 
Expected poverty 
ratio squared 8 = 2 
Total   9.9   9.4 141.1 
Urban 12.5 10.3 187.6 
Rural   7.8   8.9 109.9 
Capital cities 14.4 12.1 266.8 
Non-capital city   8.4   8.6 102.0 
Solomon Islands 15.5   9.8 154.1 
Honiara 12.5 17.8 486.9 
Auki 21.8   7.7   80.4 
GPPOL   2.4   0.0    0.0 
Vella Lavella   0.0   0.0    0.0 
Malu’u   6.3   6.3   62.1 
Weather Coast 53.3   9.4 120.4 
Vanuatu   2.9   7.8   97.5 
Port Vila 16.3   7.8   97.5 
Luganville   0.0   0.0     0.0 
Hog Harbour    0.0   0.0    0.0 
Mangalilu   0.0   0.0    0.0 
Baravet   0.0   0.0    0.0 
Banks Islands   0.0   0.0    0.0 
*Expected incidence of poverty is slightly different to the probability of experiencing poverty in that the former only includes the 
expected mean, not the expected variance, of well-being. For a definition of urban and rural refer to Table 2.1 in Chapter 2. 
Source: Author. 
 
 
 
